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THE DUTIES ON WOOL AND WOOLLENS.* 


In the quarter of a century which has now elapsed since 
the passage of the wool and woollens tariff act of 1867, 
the system of duties then established, and since main- 
tained in its essential features, has gradually come to be 
the crucial part of the protective policy. At the begin- 
ning of this period the iron duties were more important 
in their economic effects, and perhaps in their political 
weight. But the extraordinary development of the iron 
industry, in some degree stimulated by the tariff, and 
greatly aided by other more potent causes, has made the 
question of protection much less vital than it seemed to 
be twenty years ago; while the maintenance of the wool 


*In this paper I have avoided as much as possible the repetition of what 
has been given to the public in my volume on the Tariff History of the United 
States. More particularly, I have passed over the changes made from time to 
time in the rates of duty, and venture to refer to the Tariff History the reader 
curious as to these details and their significance. 

I have to acknowledge my indebtedness to Mr. Henry G. Kittredge, of the 
Boston Journal of Commerce, for many valuable suggestions, based on his 
intimate knowledge of the wool and woollens trades. 
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and woollens duties is steadily asserted to be as essential 
as it ever was. At the same time the mode in which the 
duty on wool has been made to do service in Ohio and 
other States of doubtful politics, as assuring the farmer 
his share of the benefits of protection, has given it a fore- 
most place in election years, and has finally made it the 
point of specific difference between the great political 
parties. The Democrats, after years of half-hearted attack 
on the policy of high protection, were finally spurred to 
an unequivocal statement of their intentions by the cou- 
rageous message which President Cleveland sent to Con- 
gress at the opening of the session 1887-88. In the 
tariff bill prepared in the course of that session by the 
committee of which Senator Mills was chairman, they 
proposed to put wool on the free list and to reduce cor- 
respondingly the duties on woollens. The Republicans, 
by way of answer to this declaration, proposed, in the 
bill elaborated by their Senate committee during the same 
session, a slight increase in the wool duty and a more 
than corresponding increase in the rates on woollens,— 
changes which were finally accomplished when the elec- 
tions of 1888 gave the Republicans a working majority in 
both Houses, and enabled them to pass the tariff act of 
1890. The overwhelming victory of the Democrats in 
1892 gives them now the opportunity to carry out in turn 
their policy. Whatever uncertainty there may be as to 
the disposition of other parts of the protective system 
at the hands of the present Congress, it may be assumed 
as settled that the wool duty will go, and that the system 
of 1867 will be replaced by a fundamentally different 
régime. The time is opportune, therefore, for a considera- 
tion of the effects of the policy followed during the last 
twenty-five years and the probable effects of the policy 
which is to come. 

In such an examination it will be best to separate the 
duties on wool from those on woollens, leaving for final 
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discussion the mode in which the effects of the two have 
become entangled. We may begin with those on wool. 


I. 


The tariff act of 1867 divided wool into three classes,— 
clothing wool, combing wool, and carpet wool. The 
names indicate that the divisions were meant to corre- 
spond to the uses made of the different classes. Clothing 
wool was that whose fibres were to be interlaced by card- 
ing machinery. It was used in making the textiles 
denoted by the language of other parts of the tariff acts 
as “woollen cloths.” Combing wool was that whose 
fibres were to be brought parallel to each other by comb- 
ing machinery, and used in the manufacture of “ wors- 
teds.” Carpet wool was of coarser quality, and expected 
to be used for carpets. But the expected use could not 
be the test for distinguishing the wools at the custom- 
house, and there the distinction went by blood. The 
wools of sheep bred from certain described stocks were 
defined as clothing, combing, or carpet wools, respectively. 

In considering the effects of the duties assessed under 
these three heads, carpet wool may for the moment be 
set aside. Very little carpet wool is grown in the United 
States or has ever been grown here, and the questions 
which arise concerning the duties on this quality are much 
more simple than those brought up by the other two 
classes of wool. In current discussions of the wool duties 
it is those on clothing and combing wool which are chiefly 
had in mind; and this with reason, since they alone pre- 
sent the intricate and disputed problems as to the working 
of the protection given to wool. We may proceed, then, 
to examine these by themselves, leaving for a later place 
what little is to be said in regard to the duties on carpet 
wool. 

The duties on clothing and combing wool, as it happens, 
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may be treated virtually as one. On the face of the stat- 
utes the two classes have been charged, sometimes with 
the same duties, sometimes with duties slightly divergent. 
The rates, too, have shifted somewhat, being slightly re- 
duced in 1872, raised to the old rate in 1875, again 
reduced slightly in 18838, and once more raised a trifle in 
1890. All these changes, however, were inconsiderable, 
as were the divergences in the rates on the two classes. 
We may treat the duties on clothing and combing wool as 
having been virtually maintained during the whole period 
at a roughly uniform rate of between ten and twelve cents 
a pound. In the earlier years this was equivalent to 
thirty or forty per cent. on the foreign prices. As prices 
went down, the percentage rose to fifty and more. The 
protection has been substantial, and has been continued 
long enough to work out all its effects. 

The difference between the rates on clothing and comb- 
ing wool may be disregarded, not only because it has been 
small in amount, but because for many years it has corre- 
sponded to nothing of essential importance in the wool 
trade. The distinction according to breeds between the 
two classes of wool, as made in 1867, denoted real differ- 
ences in the way in which the material was used; but it 
soon became unmeaning and unimportant. 

In 1867 the wool which it was possible to put through 
the combing machine was strictly limited; only that hay- 
ing a long staple, yielded by certain breeds of sheep men- 
tioned in the tariff act, was available. As time went on, 
combing machinery steadily improved; and a larger and 
larger quantity of wool of the merino sheep, classed in the 
act of 1867 as clothing wool, passed through the combs, 
and was manufactured into worsteds. This was the case 
with both imported and domestic wool; and it is difficult 
to see why in 1883, and still more in 1890, when the lines 
of distinction drawn in 1867 were known on all hands to 
be obsolete, they were yet retained on the statute book. 
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The explanation doubtless is that the system of wool and 
woollens duties had been so often lauded as perfect in 
plan that it was feared to touch it in any prominent place. 
At all events, for our purposes, we may disregard the dis- 
tinction between clothing and combing wools. While 
almost all of the wool grown in the United States would 
be classed under our tariff system as clothing wool, a 
good part of it for many years has passed through the 
combs; and similarly much of the wool imported and duti- 
able as clothing wool has also been combed. For practi- 
cal purposes these two may be taken as one mass of wool, 
the greater part of which may be turned at will to the 
manufacture, by one or the other sort of machinery, into 
woollen or worsted cloths. 

The first questions to be asked in considering the ef- 
fects of a given duty are as to the domestic production 
and the imports, and the relative importance of these two 
sources of supply. The facts here are ascertainable with 
all needed accuracy, and have lately been collected in 
convenient and accessible form.* 

Looking first at the domestic supply, we find three dis- 
tinct stages in the course of production. First, from 1867 
to 1878, the product remains stationary at about 170 
million pounds. Next, in the years 1873-83, there is a 
very rapid advance. The annual output increases rapidly 
and steadily, and by the close of the ten years has passed 
800 millions. Since 1883 there -has been again a station- 
ary product, with indeed some tendency to an actual 
decline in very recent years. Taking the twenty-five 
years as a whole, there has been an increase from between 
160 and 170 millions of pounds to about 300 millions; 
but this advance was achieved entirely in one decade,— 
between 1873 and 1888. 

The stagnation of the years immediately following the 


*In the Wool Book, compiled in 1891 by Mr. S. N. D. North, Secretary of 
the Association of Wool Manufacturers, and published by the Association. 
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passage of the act of 1867 has sometimes been referred to 
as proof of the failure of that measure. The situation in 
1867-73 was, indeed, even more unsatisfactory to the 
wool-growers of the heart of the country than the figures 
of total production indicate. During that period the 
number of sheep and the product of wool in States like 
Ohio and Pennsylvania declined greatly; and the total 
product of the United States was maintained only by the 
gain in other regions, which is presently to receive our 
attention more fully. The slaughter of sheep and the 
losses of wool-growers in Ohio were ascribed by the oppo- 
nents of the act of 1867 to the disastrous working of 
that measure. But they were due mainly, if not entirely, 
to other causes. The demand for wool was declining. 
During the Civil War the stoppage of the cotton supply 
had led to a much greater demand for wool. As cotton 
reappeared on the market, this unusual demand ceased. 
The price of wool fell, and its production tended to 
shrink. As it happened, one of the freaks of fashion 
intensified the depression which the wool-growers of Ohio 
and neighboring States had to meet. Certain woollen 
goods, or rather worsteds, made from combed wool, came 
into demand; and at that time combing machinery could 
be applied to very little American wool. A heavy im- 
portation of combing wool took place during the years 
1871-73, and the usual grades of domestic wool went 
begging. The crash of 1878 marks the end of this period, 
abnormal for the wool trade as it was in many respects 
for the industry of the country as a whole. Those who 
favored the system of duties established in 1867 might 
well say that it was not fairly on trial until the last direct 
effects of the Civil War had disappeared and the wool 
trade had fairly settled down to a trial of the new régime. 

Beginning roughly with 1878, the production of wool, 
as we have seen, rose steadily and rapidly. Here, it 
might be alleged, the fruits of the legislation of 1867 were 
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at last appearing. To understand the development after 
1878, however, and measure the extent to which it was 
promoted by the protection of wool, we must consider not 
only the advance in the total volume of production, but 
the marked change in its geographical distribution. Here 
the salient fact is the westward movement of wool-growing, 
and the steadily declining importance of the more thickly 
settled Eastern and Central States. The region east of 
the Mississippi has produced a smaller and smaller part 
of the total supply of domestic wool, and that west of the 
Missouri a larger and larger part. In the decade of rapid 
advance, from 1878 to 1883, the gain was made chiefly in 
Texas, California, and the Territories. A small part of 
it only came from those parts of the country which are 
the political strongholds of wool-growing. Since 1883, 
again, these Eastern and Central States have shown a 
marked loss; and the total product has been kept sta- 
tionary only by the increased yield at the frontier, as in 
Montana, Oregon, Wyoming, New Mexico. 

This phenomenon is an old one in the United States. 
The newer parts of the country have always been the 
most important producers of wool. Sixty years ago New 
York and Pennsylvania formed the great wool-growing 
region; thirty years ago, Ohio and Michigan; at present, 
Texas, New Mexico, California, Oregon. In the earlier 
stage of settlement, sheep are kept for their wool on the 
thinly occupied lands ; and wool-growing is a primary and 
independent industry. As agriculture reaches a more 
developed stage, sheep are kept as an incident in the 
general cultivation of the soil. A certain number can be 
maintained to advantage at very slight cost, but the use 
of the land simply for their pasture no longer pays. The 
commercial mode of stating this is that the land becomes 
too dear for sheep-raising; and the testimony which has 
been given on behalf of wool-growers before tariff com- 
mittees and commissions has a plentiful sprinkling of 
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calculations of the cost of raising wool, in which the rent 
of the land figures as a heavy item. The simple fact of 
the situation is that the rent of land, or, what is the 
same thing, its price, is high, because the greater density 
of population has made it advantageous to use the soil for 
other purposes. Wool-growing naturally shifts to regions 
so thinly settled and so far from the centre of population 
that tillage has not yet begun. 

This westward movement has been promoted in the last 
twenty years by the rapid pushing of railways into the 
new country west of the Missouri, and the consequent 
ease with which the Indians have been subdued and the 
wild beasts exterminated. The Union and Central Pacific 
Railways were completed across the continent in 1869, 
opening a new region to exploitation. Other important 
lines penetrated the country to the north and south. 
That process of building great lines far ahead of popula- 
tion into new and unsettled regions, which marks the 
history of railway operations in the United States since 
1850, strengthens the tendency to pastoral use as the 
pioneer stage in the occupation of the soil. Vast stretches 
of land become accessible, and can be most quickly and 
profitably utilized by pasturing sheep and cattle. Beef 
and wool have been the products first brought to market, 
and both have been yielded in quantities so large as to 
make inevitable the decline in their prices. If the land 
is of the sort that can be used for tillage, this is but a 
temporary stage. Settlers throng in, wheat and corn 
succeed cattle and sheep, and the wool clip diminishes; 
the transition being sometimes accompanied by a struggle 
between the large holders, who wish to retain the use of 
the land for droves and flocks, and the poorer settlers, 
who seek to found new homes on permanent farms. 
Sometimes, indeed, the obstacles of climate prevent the 
transition from taking place at all. As the arid region 
of the West is approached, the rainfall becomes too small 
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for agriculture; and “ranching,” in one form or another, 
is the only possible use of the land. Herdsmen, with 
sheep or cattle, then become the permanent occupants. 

The details of this process can be easily traced in the 
development of some of the Western States during the 
last twenty years. Thus in the decade 1870-80 Cali- 
fornia became a great sheep-raising State. Since 1880 
the number of sheep has declined to one-half the former 
number: agriculture is succeeding pasture. In Texas 
the number of sheep increased with extraordinary rapidity 
until 1885: then the decline set in. Montana, Oregon, 
Utah, Wyoming, have increased their number of sheep 
and their wool clip until the present time. They are still 
in the pioneer stage of pastoral occupation. Some portions 
of these States, and large stretches in New Mexico and 
Colorado, are in the region of deficient rainfall, and will 
remain permanently pastoral. But, as time goes on, the 
available lands will be taken into tillage, and will have a 
smaller number of sheep and a smaller product of wool. 

The counterpart of this process has been going on in 
other parts of the world. Australia, the Cape of Good 
Hope, and the Argentine Republic, stand in the same 
relation to European countries as the ranching parts of 
the West to the settled regions of the East. The enor- 
mous cheapening of transportation has made them avail- 
able for supplying England and the Continent with wool. 
The slower progress of settlement in the Argentine Re- 
public has kept this region of supply in the pastoral stage 
longer than would be the case with a similar tract in the 
United States; while Australia.and the Cape of Good 
Hope present climatic conditions similar to those of the 
more arid districts of our West, and so bid fair to remain 
great wool-producers permanently. How far these coun- 
tries may become sources of supply for the United States 
also is another question, to which attention will presently 
be given. 
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It is clear that the increase in wool-raising in the United 
States has been due, in large part at least, to causes of 
general operation. We have the case, familiar in economic 
history, where several causes have united to bring about 
@ given result; and no one of them can be ascertained to 
have contributed specifically more or less. The higher 
duties of 1867 may have stimulated the increased produc- 
tion of wool in 1873-83: the general course of economic 
development in the West might conceivably have resulted 
in the same increase without any duties. Certain it is 
that any effect which the duties may have had, exhausted 
itself before long. The stationary production of the last 
ten years, and the fluctuations in the individual States, 
show how signal is the effect of other forces than the 
tariff, and gives color to the opinion that things would 
not have been greatly different even if there had been no 
changes of duty in 1867. This view gets some confirma- 
tion from another quarter,— from an examination of the 
relation of the domestic supply of wool to the imports, 
and the course of prices at home and abroad. 

The figures as to the imports of clothing and combing 
wool since 1867 show that these continue steadily and in 
considerable volume, though with great fluctuations from 
year to year. In periods of activity, as in 1871-73 and 
1880-81, they rise rapidly. The very large imports of the 
earlier years of our period, in 1871-73, are due largely to 
the unusual conditions referred to a few pages above,— 
the change in fashion and the consequent great demand 
for combing wool, then not obtainable within the country. 
During this abnormal period the maximum imports of any 
one fiscal year, 57 million pounds, were reached in 1872. 
Then there came a tendency to declining imports, in the 
years of depression, after the crash of 1873,— the period 
during which domestic production was advancing most rap- 
idly. The minimum imports were those of 1879, less than 
T millions. The revival of industry brought a sudden in- 
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crease in 1880 and 1881; and in the years since 1883 and 
1884 there has been a very distinct tendency to an in- 
crease. The imports of the last decade have been between 
20 and 30 million pounds annually, and nearer the second 
figure in its later years. They were unmistakably larger 
in the nine years, 1884-92, than in the nine years pre- 
ceding; and the increase has been distributed over the 
individual years with a steadiness indicating that the 
change is not sporadic. While the domestic production 
has been slackening during the last decade, the imports 
have been gaining. 

The steady continuance of large imports, and the ten- 
dency in late years to an increase rather than a decline in 
their volume, might seem to prove that the price of do- 
mestic wool has been higher than that of foreign by the 
full amount of the duty. So much can be inferred when- 
ever imports flow in over the barrier of a duty. In the 
case of wool the inference would be that the domestic 
product has had the full benefit of the duty; and thence, 
again, that the increase of domestic production has been 
very effectively stimulated by it. But, in so reasoning, we 
must first be sure that the article imported is really the 
same as that made at home, and that no differences in 
quality or use affect the extent to which the two compete. 
And with wool it happens that great differences exist, and 
make it impossible to reach any such simple conclusions in 
regard to the meaning of the imports as the figures on 
their face seem to warrant. 

No raw material presents such differences in quality as 
wool, varying as it does in fineness, length, and lustre of 
fibre, in cleanness, and in availability for constantly chang- 
ing machinery and for the varying goods demanded by 
the caprices of fashion. At the same time climate, soil, 
the breeding and care of sheep, affect the character of the 
fleece, and bring about insensible gradations in quality 
and commercial value which only those active in the trade 
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can follow. But, in the confusion with which the layman 
finds the situation obscured, some things stand out clearly. 
The bulk of domestic wool is different from the imported 
wool. It has a comparatively short fibre, is strong, but 
not fine, and is adapted for making cloths of good quality, 
but not of the best. With no considerable exception, it is 
“clothing” wool under the tariff system of classification 
by blood. Twenty years ago most of it was really cloth- 
ing wool, being too short in fibre for the combing ma- 
chinery of the day. At present, what with the changes in 
the quality of the fleece and the improvements in ma- 
chinery, a very large part of it passes through the combs. 
The imported wool (always setting aside the carpet wool) 
is of finer quality, has a longer staple, and is used — gen- 
erally in admixture with domestic fleece — in making finer 
and more expensive goods, chiefly worsteds. It does not 
compete directly with the bulk of the domestic wool. 
Under these circumstances the effect of the duty is not 
easy to make out. The price of much the largest part of 
the domestic wool is not directly affected by foreign com- 
petition, and certainly is not higher than that of similar 
wool abroad by the full extent of the duty. It may be 
higher in price by some amount less than the duty: it 
may not be higher at all. What the exact situation is can- 
not be stated with any sort of precision. Probably the 
wool that might compete most directly with the bulk of 
the domestic product is that of the Argentine Republic, 
whence large supplies were imported in the years immedi- 
ately preceding the Civil War. All of this now goes to 
Europe, chiefly to the Continent: the duty prohibits its 
importation into the United States. So long has it been 
prohibited that the trade has lost that one infallible means 
of comparison which is given by sale in a common market. 
With the lapse of time, both American and Argentine 
wools have changed in quality: the tastes of consumers, 
the details of machinery, have changed. No one can say 
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exactly in what relation the two articles now stand. The 
indications are, on the whole, that average American wool 
is somewhat higher in price than similar wool is abroad. 
Ten or fifteen years ago the difference, though not so 
great as the amount of the duty, was considerable. Of 
late years it has been less. The price of American wool 
seems to have gone down as compared with wool prices 
abroad, and at present there is probably a variation of not 
more than a few cents between the foreign and domestic 
prices of the qualities to which the bulk of the domestic 
product belongs. The duty keeps up the domestic price, 
but probably not by a large amount. The test of sale in 
a free ‘market alone can show what has been the exact sit- 
uation and what the degree of effect exercised by the 
duty. 

Some part of the domestic product, it is true, is in a 
different case. From Ohio, Pennsylvania, and other more 
Eastern States a considerable amount of fleece comes to 
market whose fibre and staple bring it into competition 
with the imported wool. Its price must be higher than 
that of the similar article abroad by the full amount of 
the duty: here the tariff exercises its full effect. But this 
part of the domestic supply comes mainly from the States 
which we have seen to be stationary or declining as wool- 
producers. The Territories and the West send little of 
the finer wool to market, though it should be said that 
the proportion coming from this region is now larger than 
it was in former years. How much of the total product 
belongs in this exceptional class can only be guessed. 
The quality of the wool which might be put in it shades 
imperceptibly, from that equal to the finest foreign to that 
used only at a pinch in substitution for the imported 
material. Moreover, the varying quality of that coming 
from the same region in different seasons, and the veerings 
of trade and of fashion, make the proportion different 
from year to year. As an approximate statement, it is 




















14 QUARTERLY JOURNAL OF ECONOMICS 


probably safe, to say that some 20 million pounds of 
domestic wool compete directly with the foreign in every 
year, while not more than 50 million pounds are in that 
position in any one year. At the best, the proportion of 
the domestic product so placed is not large. 

The imported wool comes, practically all of it, from 
Australia. In that country the physical conditions con- 
cur to give the wool-grower advantages of an unusual 
sort. Vast stretches of land have not enough rainfall for 
tillage, yet yield succulent grasses, which make admirable 
food for sheep and cattle. In bad years drought makes 
havoc with the patient veasts; but, year in and year out, 
they thrive and multiply. The docile weakness of the 
original inhabitants and the peculiar fauna of Australia, 
in which few mammals and no dangerous carnivora 
appear, obviate the need of protection to domestic ani- 
mals, and enable them to be cared for by the smallest 
number of herdsmen. Winter there is none; and little 
fodder, if any, needs be provided. Not least, the climate 
and soil are favorable to the growth of fine wool. Why 
this should be is hard to say. The covering of the sheep 
is sensitive to every change in its habitat; and the same 
animal, shifted to new food and new air, will yield a differ- 
ent fleece. Nature has her way, and will not accommo- 
date herself to the designs of legislators. Thus Australian 
wool has become the natural supply, especially for fine 
wool, in England and in the Continent of Europe; and, 
as we have seen, it is making its way into the United 
States in increasing-quantities. Here is a region which 
Nature has made a well-nigh perfect pasture; and, in 
attempting to shut out its yield, the United States 
seem to deny themselves the benefit of Nature’s provi- 
dence. 

The prices of wool have shown a declining tendency for 
the last ten or fifteen years. During 1871-73 there was 
a sharp rise; and in the next period of activity, in 
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1880-81, another advance. Since 1880 the price has 
tended downward the world over. The decline in the 
United States has sometimes been ascribed to the reduc- 
tion of duty by the tariff act of 1883. But the reduction 
was too trifling to account for the change in price. The 
duty fell by perhaps two cents, and the price by nearly 
ten cents. The cause is to be found in the great increase 
in the volume of production, which was marked in the 
United States between 1873 and 1883, and, though 
checked with us since 1883, has continued in other parts 
of the world. The improvements in transportation, open- 
ing as they do new sources of supply, constitute the main 
force at work. The pertinent thing, however, is not so 
much that prices have risen or fallen, as that prices in 
the United States, whether rising or falling, have been 
from year to year higher than they were abroad. Since 
1880 the fall in prices in the United States has been 
greater than the fall abroad, and the margin of difference 
has tended to become less. How far the price of ordinary 
domestic fleece has still kept above that of the same ar- 
ticle in foreign couutries is, to repeat what has already 
been said, very hard to state with any certainty. 

So much as to the main features of the general situa- 
tion, from which we may proceed to a review of the effects 
of the wool duties and the probable immediate effects of 
their repeal. In the first part of the period in which the 
duties of 1867 fairly exercised their effects,— the decade 
1873-83,— they probably stimulated the rapid advance of 
wool-growing in the West. The opening of the country 
by railways contributed greatly to the growth, and doubt- 
less would have brought about some growth in any event; 
but the comparatively high price which the duty helped 
to maintain had its share. These years were profitable to 
the wool-growers of the western ranches, as the rapid 
increase of production proves beyond question; and the 
increase of itself did much to bring the lower prices of 
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the period since 1883.* In that later period the first 
effects of the tariff seem to have exhausted themselves, 
and the price of ordinary wool has been at a more normal 
level, being, indeed, probably somewhat higher than the 
price of the same article in foreign countries, but not so 
much higher as in the earlier decade, and at times very 
little higher. The decline in price has checked the fur- 
ther increase of production. The advance of agriculture 
into the tillable lands has acted in the same direction. 

If wool were admitted free, the price of the finer grades 
would fall at once to the foreign price of Australian wool. 
That foreign price might rise somewhat for a time, 
under the effect of an additional American demand, with 
a strong probability of soon going down to the former 
level as production in Australia and kindred regions met 
the new demand. The American grower would have to 
submit to a lower price at once, and a still lower price as 
time went on. Growers of fine wool on a considerable 
scale would find the fall hard, and might be compelled to 
slaughter their sheep and quit the field. But, as it hap- 
pens, there are not many such. Much of the fine wool 
comes from the more thickly settled region, where farmers 
keep a few sheep as an incident to general tillage. Here 
sheep for wool already tend to give way to sheep kept 
mainly for mutton, and the result of lower prices for fine 
wool would be chiefly to hasten and complete this change. 
In the regions west of the Mississippi and Missouri, from 
which of late years an increasing supply of wool of good 
quality has been derived, the consequences would be less 
easily met by the growers. It is in this part — prob- 
ably not very considerable — of the domestic industry that 
the tariff changes would be most likely to have serious 
economic effects. 

*On the high profits of wool-growing in this period, see the instructive 
testimony of Mr. E. H. Ammidown before the Tariff Commission of 1882, in 


the Report of that Commission, pp. 1782-1785. Mr. Ammidown predicted the 
fall in the price of domestic wool which has since taken place. 





co 


ss FV 








-_ 


~~ 





17 





THE DUTIES ON WOOL AND WOOLLENS 


As to the more common quality of wool, which forms 
the bulk of the domestic product, the effects of the repeal 
of the duty are less easy to foresee. The same reasons 
which made it impossible to speak with precision of the 
effects of the duty on price make it impossible to predict 
the effects of its repeal. But, certainly, they would not 
be of any catastrophic sort. Some decline in price would 
probably set in, discounted in advance, more or less, in 
expectation of the repeal. The decline would not be 
great. It has been often urged that no decline at all 
would appear, since the free admission of foreign wool 
would so stimulate the manufacture of woollens as to 
cause a more active demand for domestic material, and 
so a higher price for it. But this is too optimistic a view 
of the situation; while, on the other hand, the view which 
foresees ruin to the American growers is as much too 
pessimistic. The fall in price — probably moderate, pos- 
sibly very slight— would increase the tendency to sub- 
stitute tillage for pasture in those regions where tillage 
is possible, and to keep sheep for mutton rather than 
for wool. In the regions of deficient rainfall and _per- 
manent pasture some gradual change from sheep to cattle 
might take place; and perhaps the profits of the average 
wool-grower would be so little affected as to leave matters 
much as they were. In the long run the progress of set- 
tlement would probably lead, in any event, to a decline 
in wool production; and this change might be expected 
to be quickened in some degree by a lower price of wool. 
It would be rash to attempt a more definite statement: 
the event alone can tell how things will go, as indeed 
this alone will enable us to tell with certainty how they 
have been going. 

So far as the arguments for and against protective 
duties on other grounds than their direct effects are con- 
cerned, the situation as to wool presents no complications. 
The political arguments have little play. It is difficult 
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to see how any gain accrues to the political or social 
spirit of the commonwealth from the growth of ranching 
and the evolution of the herdsman and cowboy; while the 
farmer’s sheep are not a mainstay of agriculture. Protec- 
tion to young industries, again, has no favorable field. 
It has, indeed, been asserted that, given time, the duties 
will result in the domestic production, at low prices, of 
every possible grade of wool,—a contention which rests, 
more or less unconsciously, on the reasoning of the young 
industries argument. But this is mere rhetoric. Though 
choice of breed can modify the character of the sheep 
and the wool, nature, not man, determines mainly what 
the fibre shall be. The sort of development which public 
aid can sometimes promote in industries fettered by tra- 
dition, yet presenting possibilities of mechanical progress, 
is here subject to the limitations of soil and climate. 
On the whole, it is hard to see that anything in the 
situation presents a case for exception to the general 
reasoning by which it is concluded that free trade secures 
the most advantageous adjustment of the forces of pro- 


Before leaving this part of the subject, the third class 
of wool on which duties are levied may be briefly consid- 
ered,— carpet wool. The situation here is very simple. 
Practically all the carpet wool is imported. Practically 


There are 


slight exceptions to be made to these general statements. 
Some domestic wool is used in making carpets, and those 
who produce it gain by the duty; but their clip is an 
Again, some 
part of the wool imported as carpet wool is used in mak- 
ing cheaper woollens, and so meets a demand by which 
the domestic growers might possibly profit; but this, too, 


Carpet wool is a coarse material, coming to the United 
States mainly from China, the Argentine Republic, Rus- 
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sia, and Asia Minor. The list suggests the conditions 
under which it is grown. It comes from countries back- 
ward in civilization, where the sheep run half-wild. No 
choice of breed is made, and the wool on the animal is 
accepted as it grows. The wool-producer of advanced 
countries, like the United States, England, and Australia, 
secures a better fieece, commanding a higher price, by fore- 
thought and intelligence in choice of breed and care of 
the sheep, and without additional labor at all in propor- 
tion to the higher price. He confines his wool-growing, 
naturally, to the better qualities, so far as soil and climate 
bring them within his reach. Hence the coarser wool is 
supplied exclusively by importation from countries where 
commercial intelligence is as yet hardly awakened. This 
division of labor is a striking case of trade carried on 
under the conditions of different comparative cost; rest- 
ing, however, not so much on the physical causes of differ- 
ence, which Ricardo and his followers had chiefly in mind 
when they set forth the doctrine of comparative costs, as 
on differences in the intelligence and industrial quality 
of different races of men. 

The imports of carpet wool are much the largest, in 
quantity and in value, of the three classes. They in- 
crease, too, with the steadiness characteristic of those 
parts of our foreign trade which are not affected by pro- 
tective duties. Twenty years ago they were about 30 
million pounds a year. Now they range near 90 mill- 
ions. Their rapid growth is a sign and a measure of the 
growth of the carpet manufacture, which in turn reflects 
the extraordinary gain in material comfort secured by the 
American people in the last generation. The duty has 
made this source of comfort a trifle dearer than it would 
otherwise have been. It has been a simple revenue tax, 
not complicated by the existence of a competing domestic 
product. As a moderate tax on an article used largely by 
strata of the population which are not subject to excessive 
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taxation in other ways, it might be defended. As a 
matter of industrial policy, it is indefensible. 

The retention of the duty on cheap wool after it had 
been imposed during the Civil War was probably due to 
the circumstance that, in the adjustment of 1867, the 
duty on carpet wool gave the manufacturers an opportu- 
nity of securing, under the guise of compensating duties, 
higher rates on imported carpets than they would have 
ventured to ask directly. In later years the framework 
of the act of 1867 has been retained, for fear that any 
break in it might endanger the whole structure. Not- 
withstanding the absence of any appreciable effect on the 
domestic wool-growers from the heavy importations of 
carpet wool, the eager champions of the growers have 
been restive under them, especially from the suspicion 
that wool imported in that class might’ be used for 
making cloths, as, in fact, some small fraction of it was. 
The wrangle between this element, on the one hand, and 
the carpet manufacturers, on the other hand, was particu- 
larly bitter in 1888-90, when the Republican policy on the 
tariff was crystallizing. The result in the act of 1890 
was a compromise. The duty on carpet wool was made 
ad valorem instead of specific, being expected so to ad- 
just itself automatically to the character and value of the 
fibre imported. The desire to placate the supposed rep- 
resentatives of the farmers, however, was so strong that 
the compromise was accompanied by various provisions 
intended to prevent evasion, and, in fact, serving to give 
importers and manufacturers unreasonable annoyance. 
As it stands in the act of 1890, the carpet wool duty is 
an ill-devised and ill-directed piece of legislation, unsuc- 
cessful in attaining its object of placating the farmers and 
indefensible on any of the grounds commonly taken in 
defence of the protective system. 
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II. 


We pass now to the tariff on woollen manufactures. 
The variety in the duties is here much greater than with 
wool, and the complications of the industrial conditions 
are even more perplexing to the layman. Yet some of 
the more important aspects of the situation can be made 
out with clearness. It will suffice for their elucidation if 
we concentrate attention on the largest and most impor- 
tant branch of the industry,—the making of woollen 
goods for clothing. 

As with wool, so with woollens, the framework of the 
act of 1867 has been retained intact. But the details 
have been changed more than has been the case with the 
raw material. And in the two revisions of 1883 and 1890 
important advances in duty were made. It will be re- 
membered that in the system adopted in 1867 a specific 
duty was imposed on all woollen goods, whose declared 
object was merely to make good to the domestic manu- 
facturer the disadvantage of having his material taxed. 
Over and above this came the ad valorem duty, which 
was alone to protect him. The rate of protection stated 
in 1867 to be adequate was 25 per cent. The actual rate 
imposed was 85 per cent., the additional 10 per cent. 
being intended to offset the internal taxes then levied on 
the manufactures in various stages. Since 1867 this 
method of mixed duties, in which the specific rate is sup- 
posed to be simply compensating and the ad valorem 
alone to yield protection, has been maintained for every 
sort and quality of woollen article. But the specific duty 
has been shifted, upward and downward, in real or sup- 
posed correspondence with the variations in the wool 
duty. The ad valorem duty has also been moved, but 
always in the upward direction. Not only has the extra 
10 per cent. been retained, notwithstanding the disap- 
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pearance of the internal taxes, but the rate has gone up 
to 40, 50, and even to 60 per cent. No part of the tariff 
system shows so plainly the change in temper between 
the Civil War and the present time among those asking 
protection. In 1867 it was thought necessary to mini- 
mize the apparent protection, and to demand but a mod- 
erate amount of “net” aid. Even in 1882-83 the ad- 
vances in duty were not made prominent, and were 
combined with reductions to which attention was called 
emphatically. Not till 1888-90 was the doctrine of 
high and increasing protection openly and unflinchingly 
preached. The advances, both in 1883 and 1890, were 
made chiefly by splitting the duties; that is, by imposing 
a higher rate on the dearer qualities of goods than on the 
cheaper. 

In considering the effects of this heavy and increasing 
protection, we may begin again by examining first the 
growth of production at home. On the progress of this 
there can be no such figures as to the annual variations of 
domestic production as were available in regard to wool- 
growing. We must rely mainly on the census figures, 
coming at intervals of ten years. These figures show, on 
the whole, a steady advance, but not a remarkable one, in 
the volume of the industry. 

The opponents of the protective system have indeed 
sometimes found in them evidence of a positive decline of 
the manufacture, and have referred to this supposed loss, 
as they have to the decline in wool-growing immediately 
after 1867, in proof of the evil effect of the high duties on 
the very industries they were meant to help. The census 
figures as to the value of “woollen goods” of domestic 
make, for example, show a very slight gain from 1870 to 
1880, and a positive loss from 1880 to 1890. But these 
figures indicate, in reality, not a decline in the industry as 
a whole, but a change in the methods of manufacture. 
The discussion of wool duties and imports has already 
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involved some reference to this important change: the 
improvements in combing machinery and the larger and 
larger part which goods made from combed wool have 
taken in the woollen manufacture. Twenty years ago, 
when only wool of long staple could be combed, the 
“worsted” goods so made were commercially distinct 
from woollens, as they were kept distinct in the tariff 
classification. When combing machinery was applied suc- 
cessfully to wool of shorter and shorter staple, and much 
wool became available for the comb or the card at will, 
the distinction between woollens and worsteds became com- 
paratively unimportant. In the United States the worsted 
manufacture, or rather the manufacture of woollen goods 
from combed wool, has gained what the manufacture from 
carded wool has lost. The former may indeed be said in 
one sense to be a creation of the tariff system. Before the 
Civil War there was virtually no combing machinery and 
no manufacture of worsted goods in the United States; 
and even in 1870 the industry was insignificant. It has 
developed with great rapidity in the last twenty years. 

To get a fair test of the growth of the domestic manu- 
facture of woollen goods as a whole, we must therefore 
take woollen cloths and worsteds together. Some gen- 
eral figures from the census returns may be grouped as 
follows : *— 

Value of Product, in Millions of Dollars. Number of Employees. 


1870{ Worsteds, 220} - + 1780 Wee ESS}. . am 

1880{ Worsteds, sab} - - 1986 { Worsteds, is;n0o} + + 108,306 
Woollens, 133.6 Woollens, 79,394 

1890 { Worsteds, 702} -- { Worsteds, 33600 } - + 122,994 


It will be seen that there has been a steady growth, but 
not a remarkable one. Worsteds, taken alone, have in- 
deed advanced at a very rapid rate, especially from 1880 
to 1890; but the loss in woollens has reduced the rate of 

*A comparison of the number of spindles and luoms would have been 


more satisfactory ; but the census returns, so far as published for 1890, make 
no separate enumeration of these for woollens and worsteds. 
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progress for the two combined. The increase in the 
stated money value of the output must be corrected some- 
what for the depreciated paper money of 1870, when gold 
was at a premium of about 20 per cent. But the better 
test of the number of persons employed indicates that 
the correction on this score would not seriously affect the 
result, so far as the general rate of progress goes. 

There is another indication of the development of the 
manufacture, in some ways more significant than the 
census returns,—in the quantity of raw material con- 
sumed. The domestic production and the imports (set- 
ting aside the carpet wool) give the total quantity of 
wool used in making woollens. 

It will be remembered from what was said in the first 
part of this paper that the rapid growth of the domestic 
wool product swelled this total rapidly until about 1883; 
while of late years the growth has been slower, the in- 
crease in imports barely making up for the decline in the 
domestic supply. In interpreting these facts, regard must 
be had to the rapid growth of other branches of the wool 
manufacture, such as the making of felt goods, hats and 
hosiery and knit goods, of which the last mentioned more 
particularly has grown with very great rapidity since 1880. 
But the great bulk of the wool used goes into the making 
of woollens and worsteds, and the total consumption is a 
sufficiently good measure of the growth of these main in- 
dustries.* For obvious reasons, it is a better measure 

*The total quantity of the principal materials used in the making of 


woollen and worsted goods, in the census years 1880 and 1890, was as follows, 
in millions of pounds : — 


1880. 1890. 

Co ee ee ee 45.2 54.7 
iS Kee ew & « 202.5 228.3 
eS ‘247.7 283.0 
EE ea ee 46.8 54.5 
to 3s se 6 4 26.5 41.0 
ee ers ows Se 321.0 378.5 


Some consideration of these figures, and of the qualifications with which 
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than the money value of the goods turned out, since this 
has been lowered, for the same quantity of goods, by the 
decline in the price of wool and the improvements in 
machinery. Taking one test and another, the evidence 
shows a growth in the industry more rapid in the earlier 
part of our period than in the later, and, for the quarter- 
century as a whole, not more than moderate. The advance 
has not been so great as that in the most nearly related 
textile industry,— the cotton manufacture; and it is not 
to be compared with that in two other great protected in- 
dustries,— the manufacture of silk goods and that of iron 
and steel. It cannot be said to give proof either of any 
striking gain, such as might be cited to show the stimu- 
lating effect of the tariff, or of any marked failure, such as 
might be supposed to show its harmful effect. 

With the volume and rate of gain in the domestic 
product of woollens, we may compare the volume of the 
imports. In the custom returns, three important classes 
of goods are enumerated which need to be considered 
in making such a comparison,— woollen cloths, worsteds, 
and dress goods. The first two are mainly for men, the 
last for women. But, as it was most in accord with the 
essentials of the situation to class together the domestic 
woollens and worsteds as one, so it is best to attempt no 
separation between the imported cloths designated by 
these names. As to imported woollens and worsteds, the 
impossibility of maintaining a real distinction has been 
made the greater by an episode in the history of the 
woollens tariff which shows what pitfalls beset the framer 
of intricate systems of duties, and which may receive some 
brief consideration. 

In the act of 1867 “worsteds” had been put in the 
same class with a number of other manufactures of wool, 


they must be used, will be found on pp. 10, 11, of Census Bulletin, No. 169, 
from which they are taken. The census figures tell the same story of moder- 
ate growth as is given in the text. 
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—flannels, blankets, yarns, and others. On these there 
had been not a uniform duty, but one graded by value. 
If the value of the goods was not more than 40 cents per 
pound, the duty was 20 cents specific plus 35 per cent. 
ad valorem; if between 40 and 60 cents, the duty was 
80 cents specific, with the same ad valorem addition; and 
so on, the specific duty rising as the value rose, until 
finally worsteds worth more than 80 cents a pound were 
subjected to the same duty as woollens. This gradation 
of the compensating duty was introduced because of the 
common use of cotton as warp in making the cheaper 
qualities of these goods. A specific duty on the basis of 
the use of wool alone in all cases would have been ad- 
mittedly excessive. In 1867, when worsteds, with other 
goods, were subjected to this system, the distinction be- 
tween them and woollens was still clear. Moreover, 
worsted cloths for men’s wear were not then made in the 
United States. In 1883, when the woollens schedule was 
overhauled, the distinction had been largely done away 
by the changes in machinery already described; at the 
same time, the domestic manufacture by the new methods 
had begun. Nevertheless, the tariff act of that year still 
enumerated worsteds in the paragraph with blankets, 
flannels, yarns; and the graded duties were maintained. 
The consequence was unexpected. While worsteds 
worth over 80 cents a pound were dutiable at the same 
rate as woollen cloths, those worth less were subject to 
lower rates. The fall in the price of wool and the im- 
provements in machinery enabled them to be put on the 
market at lower and lower prices; and a large importation 
ensued of worsteds valued at less than 80 cents, and so 
subject to a lower duty than that on woollen cloths. It 
was asserted that the goods, moreover, were fraudulently 
undervalued, so as to bring them within the lower class; 
and probably this cause contributed to increase the quan- 
tity that slipped in at the reduced duties. Certain it is 
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that there was a large inflow of cloths classed as “ worsteds” 
because made from combed wool, yet competing as ef- 
fectually with domestic cloths as if they had been called 
“woollens.” The manufacturers naturally were exasper- 
ated at this breach in the elaborate barrier which they had 
erected against their foreign competitors, and endeavored 
to secure a ruling at the custom-house by which these 
articles should be rated as cloths and subject to a higher 
duty. The Democratic administration of 1885-89 refused 
to make such a ruling. The Republican administration 
which succeeded in 1889 was more complaisant, and 
caused these goods to be classed as woollen cloths, and 
so charged with a higher duty. Consequently, for a year 
the customs returns show a sudden increase in the imports 
of cloths and a sudden decline in those of worsteds. An 
appeal to the courts, however, soon brought a judicial 
decision that “worsteds” was used in the tariff acts in 
a specific technical sense, meaning cloths made from 
combed wool. Thereupon Congress, in 1890, passed a 
special act, in advance of the general tariff act of that 
year, by which “worsteds” were made dutiable at the 
same rates as “ woollen cloths”; and so the tariff was at 
last brought into accord with the industrial conditions.* 
It may not be amiss to remark that this episode brings 
out not only the incongruities of this part of the woollens 
schedule, but a very serious defect in method,— the gra- 
dation of duties by the value of the article. The same 
practice was followed in other parts of the schedule, and 
especially in the duties on dress goods, where the finer 
qualities, distinguished by their value above a certain 
figure, were subjected to especially high duties. In the 
act of 1890 the method was applied in many other direc- 
*The columns of the Bulletin of the Wool Manufacturers for 1886-90 are 
full of discussions of this subject, and print various arguments presented to 
the Treasury Department to show that worsteds ought to be classified as 


woollens. They contain, too, some curious inquiries as to the responsibility 
for the slip made in the act of 1883. 
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tions. Unquestionably, it offers temptations to the under- 
valuation of goods which are demoralizing to the im- 
porter’s trade. A slight change in the custom-house 
value of the goods may bring a sharp change in the 
duties; and what between intentional fraud, the diffi- 
culty of appraising the value of such articles, and the in- 
evitable tendency to manufacture foreign goods in such a 
way and at such a cost as just to escape high duties, the 
system of gradation in practice works like a game of 
chance in which the unscrupulous are sure to win. 

To return from this digression to the subject in hand,— 
the imports of woollen manufactures and their relation 
to the domestic production. The greater part of the 
domestic product is of goods for men, with which the 


imported woollens and worsteds compete. 


There is also 


a considerable and growing manufacture of fabrics for 
women, which is met by the imported dress goods. 
Whether we look at woollens and worsteds as one group, 
or at these two and dress goods taken together, we find 
a steady stream of imports, and little indication of any 
decline in the inflow. The stated value of the imports 
rises in years of activity, and falls in years of depression ; 
but over long periods it remains at very nearly the same 
level. That of woollens and worsteds varies between 10 
and 15 million dollars a year; that of dress goods, be- 
tween 15 and 20 millions a year. In these times of 
falling prices for the raw material and diminishing cost 
of manufacture, the maintenance of the money value of 
the imports at about the same figure indicates, of course, 
a considerable increase in quantity. Comparing the im- 
ports with the domestic product of woollens, we find the 
latter to be much the greater, and to supply much the 
larger part of the total consumption. Making allowance 
for the duties and other charges on imports, it may be 
said roughly that what the consumers paid in recent years 


for imported cloths, worsteds, and dress goods, taken to- 











he 
ce 








THE DUTIES ON WOOL AND WOOLLENS 29 


gether, was about thirty-five per cent. of what they paid 
for imported goods.* Relatively, the domestic product has 
gained on the imports in the twenty-five years, and now 
supplies a larger part of the total consumption than at the 
beginning of the period. But the gain has not been very 
great; and the unabated volume of the imports, in face of 
high and increasing duties, shows that, in large part at 
least, protection has here failed to secure the end immedi- 
ately in view,— the substitution of the domestic for the 
imported supply. 

So much as to the relative volume of domestic product 
and of imports. More significant for our purpose is the 
character of the goods which the community obtains in 
the one and the other of these two ways. If the domestic 
and imported woollens were of much the same sort, and 
were sold side by side in the market, we should have an 
important clew as to the effect on the public of the whole 
system of wool and woollen duties. But, in fact, the two 
are very different; and the differences are such as to 
leave us little satisfactory evidence on the real working of 
the protection given the woollen manufacture. Much the 
largest part of the supply of woollen cloths furnished by 
the American manufacturers is of the cheaper sort, worn 
chiefly by the less well-to-do, and bought by them com- 
monly in the form of astonishing bargains in ready-made 
suits.¢ No such goods are imported. The foreign wool- 


*The total imports of these goods in 1890 were valued at the custom- 
house at about 40 millions of dollars. Duties on them ranged from 70 to 90 
per cent., and some allowance must be made for undervaluation and for ship- 
ping charges. The total money value which the imports stood for when they 
reached the first American hands was hardly much less than 80 millions. 
With this sum may be compared the census return of 212 millions as the value 
of the domestic product of such goods. 


t In 1884 Mr. John L. Hayes, then secretary of the Wool Manufacturers’ 
Association, wrote in their Bulletin (vol. xiv. p. 116): ‘The woollen manu- 
facture of this country, although capable of producing commodities of the high- 
est luxury, . . . is almost wholly absorbed in production for the masses. Nine- 
tenths of our card-wool fabrics are made directly for the ready-made clothing 
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lens are of finer quality, bought mainly by those in easy 
circumstances, and more likely to be made into gar 
ments to order. The higher duties which were imposed 
on the more expensive qualities of woollens in 1883 and 
again in 1890 have indeed brought about of late years 
some isolated ventures in the domestic manufacture of 
finer cloths; but the competition with the importer is 
not yet very serious, and the line of demarcation between 
domestic and imported goods is still distinct. The same 
is the case with women’s dress goods, which are the largest 
single item in the imports of manufactures of wool. There 
is @ growing domestic manufacture of the cheaper and 
less attractive sorts. The dearer and finer continue to be 
imported, notwithstanding very high duties. 

Thus, as to the bulk of American woollens, we have no 
certain test of the direct effect of the duties or the extent 
to which they operate as taxes on the consumers. The 
material of the clothes worn by the great majority of the 
community may be considerably dearer than the foreign 
article of the same quality, and yet be shielded from 
competition by the barrier of the high duty; or it may be 
no dearer at all. That the latter is the case has been 
often asserted by the advocates of protection.* But it is 


establishments. The manufacture of flannels, blankets, ordinary knit goods, 
occupies most of the other mills engaged in working up carded wool. The 
dress goods manufactured are made almost exclusively for the million, the 
women of the fashionable classes supplying themselves by French importa- 
tions.”” The quality of American wool and woollens has been improved since 
this was written ; but that the situation remains in essentials as it was, see an 
article in the well-informed Boston -Journal of Commerce, January 18, 1890. 


* Thus, in a public statement addressed to the Secretary of the Treasury 
(Mr. Manning) in 1885, the Wool Manufacturers’ Association said that the 
cheaper grades of woollens which supplied nine-tenths of the clothing of the 
male population were ‘“‘sound goods,’’ made of staple American wool, and, 
“* considering their more serviceable character, practically as cheap as foreign 
cloths to their buyers abroad.’”’ This assertion of the more serviceable quality 
of the American goods is common, and leaves it clear that their price is higher, 
at least in appearance. As to quality, it is probably not true that they area 
whit better. American cotton goods are usually better than foreign goods 
described under the same name; but woollens are not. 
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more than doubtful whether the duties are so innocuous 
and unimportant. The material of the goods in question 
is the staple American wool, with more or less admixture 
of cotton and shoddy. The wool, as we have seen, is 
probably somewhat dearer than similar material in coun- 
tries admitting it free of duty; and by so much the do- 
mestic woollens must be dearer. But it is impossible to 
say with any exactness what must be allowed for this 
excess, representing the effect on the consumer of the 
wool duty alone. Whether the duties on woollens, taken 
by themselves, exercise an independent effect, must de- 
pend on the cost of manufacturing the material into cloth 
in this country as compared with foreign countries, and 
especially with England. How much this expense and 
the consequent difference in selling price vary in domestic 
and foreign mills, even the persons best informed in the 
minutiz of the trade would find it hard to say. 

A certain answer to the question just suggested would 
be given only if both wool and woollens were admitted 
free of duty, and American and foreign manufacturers 
competed under equal conditions in a free market. Such 
a state of things is not likely to come at any time in the 
visible future. But free wool and a comparatively mod- 
erate duty on woollens are among the possibilities of the 
next few months; and the results of this change are not 
so difficult to forecast. A duty of 25 or 30 per cent. 
would probably leave much the greater part of the 
American woollen manufacture as it is. The lower price 
of wool would bring down the price of woollens. The 
easy choice in using foreign wool might have a further 
effect on the quality of the goods commonly made. No 
considerable importation of the cheaper grades of for- 
eign fabrics would be likely to ensue. 

As to the finer goods of which there is continued im- 
portation for men’s use, and still more for women’s, the 
situation is different. Here we have the certain proof 
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that the taxed article, whether imported or made at home, 
is raised in price by the full amount of the duty. The 
domestic product, to be sure, is not large in amount; and, 
while as a rule it is nominally cheaper, it is correspond- 
ingly less desirable, and able to maintain itself in the 
market only because the foreign competitor is so heavily 
handicapped. The same conditions which were assumed 
a moment ago—free wool and a moderate duty on wool- 
lens — would bring a large reduction in the price of those 
more luxurious and in many ways also more serviceable 
cloths. The fact that the American manufacturers, not- 
withstanding high duties continued during a generation, 
have been unable to secure any large part in the market, 
would seem to show conclusively that the cost of making 
the better cloths is much higher for them than for their 
English, French, and German competitors. A very low 
duty might be expected to wipe out this part of the 
woollen industry; while a duty of even 85 or 40 per 
cent. would make its future at least uncertain. 

That this result would ensue, however, is emphatically 
denied by most of those who advocate an incisive change 
in the woollens schedule. It is urged, on the contrary, 
that the new system would stimulate rather than check 
the domestic manufacture of finer goods. The cause of 
the limitation of the industry as it stands now, is said to 
lie in the tariff restrictions under which the manufacturer 
labors in his choice of material; and the removal of the 
duty on wool is expected to enlarge the range of his oper- 
ations. This prediction raises the questions most difficult 
to answer in regard to the effects of the present régime 
and the results to be expected from that impending. 

Undoubtedly, it is true that the wool duty hampers the 
manufacture of the better goods much more than that of 
the cheaper, and offsets in good part the effective protec- 
tion given the former. The fine wools, as we have seen, 
are not produced in sufficient quantity within the country, 
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and are imported largely from Australia. Here the spe- 
cific duty on woollens is really needed for compensation ; 
and, of the total accumulation of duties on the manufact- 
ured article, the specific portion is chargeable to the wool 
tariff alone. On some of the finer dress goods, the com- 
pensation in late years has probably been excessive ; but 
on finer woollens and worsteds this has not been the case, 
and, indeed, on worsteds it was for a time probably not 
enough to offset the wool duty. On the goods commonly 
made in the United States, however, the specific duty has 
always been needlessly large, and has made the real pro- 
tection much higher than the nominal ad valorem rate. 
The higher net protection so given is sometimes supposed 
to have brought higher profits to the makers of the cheaper 
goods, and to explain the commanding place they have 
in the domestic manufacture. But the explanation has 
little support from general reasoning or from experience. 
A priori, in an industry divided among many establish- 
ments and presenting hardly a possibility of combination, 
competition might be expected to prevent any perma- 
nently heavy profits, even though duties were very high; 
and, in fact, the period immediately following the imposi- 
tion of the higher duties of 1867, in which large gains 
might conceivably have been reaped, happened to be one 
of depression and discouragement. The higher protection 
of the cheaper woollens simply made the duties on them 
more effectually prohibitory, and veiled more completely 
their real incidence and effect. On the other hand, so far 
as the finer goods are concerned, the duties, even after 
setting aside the specific part as of no advantage, have 
still been high enough to give substantial encouragement. 
The specific duty would seem at least to have performed 
its function of making good the damage caused by the 
wool tariff; and there remains the ad valorem rate of 35, 
40, now even 50 per cent. This is still a heavy rate of 
protection; and the question recurs, Why have twenty- 
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five years of heavy protection brought about so insignifi- 
cant a development in the manufacture of the finer 
goods ? 

The necessity of the freest choice of material, and the 
hampering effect which, notwithstanding every effort at 
compensation, a restriction in the selection of wool exer- 
cises, have been dwelt on with such emphasis, both by the 
advocates and the opponents of the existing system, that 
the layman must admit the weight of this factor in the 
situation.* With wool on the free list, manufacturing 
would be carried on under conditions so fundamentally 
different from those of the present that a complete over- 
turn cannot be declared impossible or even highly im- 
probable. It may be, as we are told so confidently by 
those who find in the present system a cause of ruin to 
the wool industry, that no measure of compensation, 
devised though it be by the manufacturers themselves, 
can prevent the duty on the raw material from embar- 
rassing them. The whole system established in 1867 has 
been described again and again in the columns of the 
Bulletin of the Wool Manufacturers as unsatisfactory in 


*See, for example, the report of the wool manufacturers to Secretary 
Manning in 1885, printed in the Bulletin of the Wool Manufacturers, vol. xv. 
pp. 213-216. Compare the weighty remarks of Mr. E. O. Page in an excellent 
pamphlet on The Woollen Tariff, reprinted from the American Wool and Cotton 
Reporter, 1893. The most emphatic assertion from the other side of the evil 
effects of the wool duty comes from Mr. J. Schoenhof, especially in The De- 
structive Influence of the Tariff. 

Mr. Page, in the pamphlet just cited, says: ‘‘ I fear many manufacturers 
do not fully realize even now how much improvement and economy is to be 
accomplished by making their goods from a mixture of the stocks most exactly 
suited to the qualities the goods are to possess instead of from the makeshifts 
which our meagre market has hitherto afforded. I have been shown in an 
English wool manufacturer’s house a mixture or blend of no less than fourteen 
distinct and different varieties of wool, from which is made a simple woollen 
fabric in which at home no more than two or three qualities are used... . It 
cannot be denied that the virtual prohibition of the use of two-thirds of the 
world’s wools to the American manufacturer during thirty years of tariff dis- 
crimination has deprived him of the knowledge y to in this 
most important branch of the manufacture [the selection and mixture of 
wool].”” 
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itself, and submitted to only because the retention of the 
duty on the raw material was essential to the mainte- 
nance of the protective policy as a whole. In the face of 
such statements, it must be admitted to be possible that 
the privilege of using at will any and every quality of 
wool, which has been virtually denied the domestic man- 
ufacturers for a generation, may enable them to turn out 
many sorts of goods, fine as well as cheap, at prices which 
will enable them to meet foreign competition with the 
aid of but a moderate duty. 

On the other hand, there is a line of reasoning which 
points to less optimistic conclusions. In general, it may 
be laid down that American producers cannot hold their 
own in competition with foreign unless the labor and 
capital applied by them are more efficient,— unless they 
have a comparative advantage in production. To the 
individual business man this is the obvious consequence 
of the higher range of wages in the United States. Pay- 
ing higher money wages, the manufacturer must be under- 
sold by his foreign competitor unless the labor he employs 
is more efficient in proportion to its greater expense. 
For the community at large the higher range of wages 
simply means that industry in general is more productive; 
and the inability of any one branch of industry to main- 
tain itself because its competitors abroad can get labor 
cheaper, indicates that the productive forces are applied 
to less advantage here than in branches which are not 
affected by such competition. So far as manufacturing 
industries are concerned, the evidence is ample that a 
wide range of them possess a comparative advantage, and 
would maintain themselves without the aid of duties. 
The cause of advantage may be greater cheapness of the 
material, or greater opportunity for the exercise of discre- 
tion and intelligence by the workmen, or greater ingenuity 
in the machinery and methods of the business leaders, or 
all these combined in greater or less degree. Usually, 
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the cause of advantage is that the American industry has 
taken the lead in the advance of the arts, and is superior 
to foreign rivals in inventions and labor-saving appliances. 

Examining the woollen manufacture from this point of 
view, we find occasion for doubting whether the régime 
of free wool will so affect it as to bring the necessary con- 
ditions of comparative advantage. So far as the present 
writer is informed, the Americans hitherto have followed 
rather than led in it. The new inventions, the improve- 
ments, have been first made abroad, and in this country 
have been imitated more often than carried to further per- 
fection. This is more especially the case in the worsted 
manufacture. In making cloths from carded wool, it is 
said that there is no superiority in machinery abroad; 
while here, as in the cotton manufacture, the mechanism 
of the loom seems to have been carried to its highest per- 
fection by Americans. Yet, on the whole, there seems to 
have been little of that revolutionary enterprise which 
has been shown in other directions. In the making of 
boots and shoes, of fire-arms, of sewing-machines, of hard- 
ware generally, of wooden ware,—to mention only some 
of the most conspicuous cases,— American producers have 
come to the fore, without any aid from protection. In 
other industries much affected by the tariff, as the manu- 
facture of silks and of steel, there has yet been a marked 
initiative and a promising boldness in new methods and 
new machinery. In the woollen manufacture such inde- 
pendent advance is little heard of. We need not accept 
as typical of the situation the stories of second-hand and 
discarded English machinery bought for use in American 
mills. Such cases can be only sporadic. But there is no 
indication that Americans have taken the lead. The man- 
ufacturers themselves inform the legislature that “it is 
the one textile manufacture in which it has not been possi- 
ble as yet for Yankee ingenuity to excel the products of 
countries which have been engaged for centuries in devel- 
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oping the industry.”* The greatest single change of 
recent times has been the perfecting of combing ma- 
chinery,— the last stage in the long process by which the 
hand-comb of older days has been supplanted by the 
modern machine-comb; and this advance was achieved in 
England and on the Continent. We are often told that 
American mills are as well equipped as English, but few 
venture the assertion that they are better equipped. In 
one direction only is there evidence of marked initiative 
and superiority among Americans,—in the carpet manu- 
facture,— where, before the Civil War, a great inventor 
put the industry in the United States on a new and in- 
dependent basis. 

Further, there is ground for saying that, so far as finer 
woollen goods are concerned, the conditions are not favor- 
able for a triumph of Yankee invention and ingenuity. 
In the testimony given before Congressional committees 
we encounter again and again the statement that finer 
woollen goods call for more labor and a larger proportion 
of labor cost than cheaper goods and than manufactures 
generally. This means, when translated into the language 
of economists, that previous labor embodied in machinery 
plays a less part, and direct labor in guiding the machin- 


* This is the language of the brief laid before the Ways and Means Com- 
mittee by the National Association of Wool Manufacturers in September, 1893. 


+ The history of this typical change in manufacturing art can be followed 
in the pages of James’s History of the Worsted Manufacture in England (1857) 
and Burnley’s History of Wool and Wool Combing (1889). 


tI refer to Mr. E. R. Bigelow, the inventor of the power-loom for carpets, 
known to economists as the author of an able defence of the protective policy, 
The Tariff Question (Boston, 1862). 

I have said nothing in this paper of the carpet manufacture, the next most 
important branch of the woollen manufacture after woollen and worsted cloth. 
The imports of carpets have practically ceased. The domestic production is 
enormous, and commands the field. The duties have been so long prohibitory 
that there has been no possibility of effective comparison of the price and 
qualities of foreign and domestic carpets. The indications are that the carpet 
makers can face lower duties with as much confidence as any among the 
woollen manufacturers. 


















88 QUARTERLY JOURNAL OF ECONOMICS 


ery or manipulating the material plays a larger. In mak- 
ing finer woollens, we are told the raw material must be 
more carefully sorted, selected, and prepared. The ma- 
chinery can run at less speed and less continuously. The 
operative must stop it more often to repair the thread and 
insure the nicety of every stage in spinning and weaving. 
The cloth must be more laboriously gone over for imper- 
fections. These conditions are not favorable for the rapid 
action, the continuous use of machinery, the economy of 
direct labor, by which American mechanical genius has 
achieved its greatest results. In making cheaper woollens, 
we are told that production can be more automatic, and 
that American mills run their machinery faster than Euro- 
pean. Such a difference suggests that the manufacture of 
cheaper woollens would meet foreign competition more 
easily than that of finer. 

The conditions are similar in the cotton manufacture. 
There it seems to be certain that the cheaper grades of 
cotton goods, which form by far the most important part 
of the industry, can be made as cheaply in the United 
States as in any foreign country, notwithstanding the 
higher wages bill; partly because the material is cheaper, 
partly because methods and machinery are better. Finer 
cottons, on the other hand, are more cheaply made abroad, 
because, in the language of the business man, they entail 
a larger proportion of labor, which means, again, that 
labor embodied in machinery can supplant in less degree 
the application of immediate labor. In both these great 
branches of the textile industries, we thus find indications 
that, in the present state of the arts, the making of the 
more expensive grades of goods presents conditions not 
the most favorable for mechanical ingenuity and success, 
and so not promising for the American producer when 
exposed to unhampered foreign competition. 


Whether free wool will vivify the whole woollen manu- 
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facture ; whether a sharp reduction of duties on woollens 
will prostrate it; whether some parts will prosper while 
others go to the wall,—all this the event alone can tell. 
The more conversant the unbiassed searcher for truth 
becomes with the facts of the situation, the more must he 
hesitate to accept any one of the confident but contradic- 
tory predictions as to the outcome of radical changes. 
But it seems to be reasonably clear that such legislation 
as is likely to come in the visible future will not work 
any catastrophe. Free wool, with a duty on woollens 
ranging somewhere between 25 and 385 per cent., would 
enable the bulk of the woollen manufacture to hold 
its own, and would give the rest at least a fighting 
chance. The first effects of a radical change could not 
but be unsettling, especially with the process of ex- 
perimenting which must be gone through before it can 
be known what changes in the price and selection of 
wool will result from its free admission. In view of the 
novelty of the conditions which will confront the manu- 
facturers with wool free, it might be the part of sound 
policy to make the duty on woollens somewhat higher at 
the outset than it was proposed to make it when the lapse 
of a year or two had enabled them to see what the situa- 
tion really proved to be as to their raw material. After 
a season or two of such transition, it will be more plain 
what the new régime will really bring; and then only can 
we know what the régime of the past had been doing. 
Meanwhile, wool will be somewhat cheaper, and woollen 
cloths will be cheaper, too, though in varying and uncer- 
tain degree for different sorts. The consumer cannot fail 
to secure some degree of advantage; and those who be- 
lieve that he is the main person whose welfare the legis- 
lature is called on to consider in matters of tariff policy, 
can look forward to the coming changes with confident 


expectation of some solid gain. 
F. W. Taussie. 














THE PLACE OF ABSTINENCE IN THE THEORY 
OF INTEREST. 


RECENT discussions have reduced the theory of value to 
an equilibrium between marginal cost, on the one hand, 
and marginal utility, on the other. Nothing is more fun- 
damental in economic science than that the two elements 
of cost and utility are both necessary to the existence of 
value. So much has uniformly been held since the begin- 
nings of Political Economy. The special service of the 
marginal utility theory has been to point out the way in 
which these two factors co-operate to fix value. By re- 
ducing to a common subjective basis those two unlike 
things which older economists had tried to balance against 
each other,— namely, demand and supply,— this new the- 
ory has done much to give harmony and logical consistency 
to economic science. Value, however, is not the only eco- 
nomic phenomenon to which the time-honored law of de- 
mand and supply has been applied. Interest and wages are 
so intimately connected with the conception of value that 
they are of necessity affected by the same principles which 
determine value. To these questions the law of demand 
and supply has been applied as rigorously as to the ques- 
tion of value. Nothing would be more readily admitted 
by all economists than that, if capital increases and the 
demand for capital decreases, the rate of interest will fall, 
and vice versa. 

It is not so generally admitted in the case of interest, 
however, that the demand and supply are themselves 
regulated by the same principles which regulate them in 
the case of value. According to the new theory of value, 
if the desire for a commodity remains the same, but the 
production of it, through mechanical improvements or for 
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other reasons, becomes cheaper, the supply will increase 
until the marginal utility of the commodity is reduced to 
a level with the marginal cost or disutility of its produc- 
tion.* If, on the other hand, the conditions of production 
remain unchanged, and, through the acquisition of a higher 
standard of life, the desire for the commodity increases 
(which means that a given quantity of the commodity 
satisfies a more pressing want than before), the marginal 
utility will be raised and production will increase until 
the increased marginal cost again balances the marginal 
utility. The value of a commodity according to this the- 
ory is simply its marginal or effective utility. 

To have a correct understanding of the nature of in- 
terest, we must first get a clear understanding of the 
nature and function of capital. Especially must we have 
a clear conception of the distinction between capital and 
wealth. It is doubtful if any improvement can be made 
upon the classical conception of capital as that por- 
tion of produced goods saved to be devoted to purposes of 
further production.| This, so far as the question of in- 
terest is concerned, is all that is implied in the term. 
Capital, according to this definition, is produced by an 
act of saving. In other words, portions of the general 
fund of wealth only fall into the category of capital by 
having their consumption deferred, in order that they may 
assist in producing more wealth. 

When we speak of the cost of production of consump- 
tion goods, we mean the disutility or sacrifice involved in 
bringing them intoshape for consumption. This disutility 
is measured by value, or, if we seek a money measure- 
ment, by price. But with capital goods a new element en- 
ters into the cost of production; namely, the disutility of 
abstinence. While, as general economic goods, they have 
their price to compensate for their cost of production, yet, 

* This, of course, supposes competition. 
t That is, production from the individual standpoint. 
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as capital goods, interest serves to compensate for the 
sacrifice of deferring their consumption till the future. 
When we speak of the utility of consumption goods, we 
mean their capacity to satisfy wants. But the distinctive 
utility of capital goods is to increase the quantity of con- 
sumption goods. Interest likewise measures this distinctive 
utility of capital goods, just as exchange value expresses 
the general effective utility of consumption goods. The 
cost of production of capital, as distinguished from wealth, 
is, therefore, abstinence ; and its utility is its productivity, 
or the surplus of want-satisfying power which its posses- 
sion affords above its cost. If we keep the distinct con- 
ception of capital as the result of saving, we shall have no 
difficulty in seeing that its distinctive cost of production 
is whatever sacrifice is involved in the act of saving, and 
that its distinctive utility is its ability to produce a sur- 
plus. We may observe that the amount of disutility of 
saving depends largely upon the cost of production of con- 
sumption goods. Where industrial processes are unad- 
vanced, and the disutility of producing consumption goods 
is great, such goods are likely to have a high mar- 
ginal utility, and it will cost a high degree of sacrifice to 
abstain from the consumption of goods which supply such 
pressing wants. Or, looking at it from another standpoint, 
it will cost a high degree of sacrifice to turn part of the 
productive force from the production of things for con- 
sumption to the production of things to be used in further 
production. Where present wants are pressing, it costs a 
high degree of sacrifice to defer their satisfaction to the 
future. If, on the other hand, industrial methods are 
advanced, if production is cheap, and if marginal utilities 
are low, present wants will not be pressing, and a certain 
amount of saving can take place with little or no sacrifice. 

Walker’s primeval fisherman (Political Economy, third 
edition, chap. iii.) would endure a much greater degree 
of abstinence while making his canoe if fish were scarce 
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than if they were abundant. If fish were scarce, it might 
require all his time to catch enough to supply his daily 
needs. Under such circumstances it would cost him a 
severe privation to spend a part of his time in making 
himself a canoe. In order to induce him to do so, he 
would have to be assured of a considerable increase in his 
catch by means of the boat. In other words, he would 
not undergo the present heavy sacrifice to produce capital 
unless his capital were highly productive. But, if fish 
were so abundant that he could supply his present wants 
tolerably well by working only half his time, he would 
probably take time to make a canoe for the sake of a 
much smaller proportional addition to his catch. 

Interest, as we hope to show, is the price that measures 
the marginal productivity, on the one hand, and the margi- 
nal cost or sacrifice, on the other. It ought to be clear that, 
were either the elements of cost or productivity lacking, 
interest would be as impossible as value with either cost 
or utility missing; but it is not clear to some. But, mean- 
while, it must not be forgotten that it is only marginal 
productivity and sacrifice in the one case and marginal 
utility and cost in the other that determine either interest 
or value. 

Many of the writers on interest who have gone below 
simple demand and supply may be put into one of two 
general classes: 1. Those who hold that interest is paid 
because capital is productive; 2. Those who hold that it 
is payment for abstinence or the sacrifice of saving. 
When we read the arguments of the one class, we cannot 
see but that they are right. When we undertake to find 
fault with the arguments of the second class, we find it a 
difficult matter to point out their fallacy. The conclusion 
almost forces itself upon us that both are right. Under 
such circumstances we shall do well to ask if there is any 
real contradiction between them. We shall probably find 
that both theories are in part true, and, moreover, that 
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each is an essential part of the other; that neither can 
account for interest without the help of the other. 

Professor Béhm-Bawerk’s theory of interest, while os- 
tensibly an attempt to reduce the whole interest problem 
to the one element of abstinence, or the discounting of the 
future, really contains the productivity theory under a 
new form.* In his theory of the profits arising from an 
extension of the productive process | we can scarcely fail 
to recognize the old productivity theory under a new form. 
Nevertheless, the attempt to reduce the productivity of 
capital to the same terms with abstinence, by showing that 
both result from the fact that men discount the future, is 
to be admired both for its suggestiveness and its profundity. 
With certain corrections, which will be noticed later, his 
theory may be regarded as correct; but it is to be hoped 
that the interest problem can be explained upon principles 
more easily understood by the average reader. 

Under “naive productivity theories of interest’ Béhm- 
Bawerk naively suggests$¢ that the theory that capital 
produces a surplus value rests upon the mere empirical 
observation that the employment of capital is followed by 
a surplus value, and that this fact does not necessarily 
prove that the employment of capital is the cause of the 
surplus value. Without going into a metaphysical discus- 
sion of the relations of cause to effect, may we not vent- 
ure to suggest that, for economic purposes, the fact that a 
surplus value does follow the use of capital amounts to 
precisely the same thing as though the capital were, in an 
unequivocal sense, the cause of the surplus value? To the 
borrowing classes the fact that the possession of capital 
affords them a surplus value furnishes the same motive as 
though the capital could, in a biological sense, reproduce 

*See F. A. Walker, ‘‘ Dr. Boéhm-Bawerk’s Theory of Interest,’’ Quar- 
terly Journal of Economics, July, 1892. 

t Positive Theory of Capital, Book VI. chap. iv. 
¢ Capital and Interest [Smart’s translation], p. 133. 
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its kind. What they want is this surplus value: it is 
immaterial to them whether it follows as a result of, or as 
an incident to, the employment of capital. So long as the 
acquisition of this surplus value is conditioned upon the 
possession or control of capital, interest will be paid. By 
admitting that a surplus value follows the employment of 
capital, all is admitted that those who hold to the produc- 
tivity theory will be disposed to claim. 

But, while men are willing to pay interest for capital to 
assist them in securing a surplus value, it is only for a 
limited amount. The operation of the law of diminishing 
marginal productivity limits the amount of capital which 
any individual can afford to employ at a given price. The 
same is true of all those engaged in the production of any 
given commodity. The tendency is to increase produc- 
tion until the diminished price of the commodity is just 
sufficient to pay the costs of the last increment. Since in- 
terest is a part of the cost of production, it follows neces- 
sarily that the amount of capital employed at a given rate 
of interest must be limited, and that the limit having been 
reached, other things remaining the same, if more capi- 
tal were brought into that occupation, interest must fall, 
because the productivity of the added increments is less 
than that of the preceding. What takes place in an indi- 
vidual industry may be applied to industrial society in 
general. We therefore come to the conclusion that an 
essential part of the productivity theory is the idea of 
marginal productivity,—an idea so well developed by 
Professor Clark.* If the rate of interest throughout 
the entire industrial field cannot rise permanently above 
the productivity of the last increment of capital, and if the 
marginal productivity of successive increments of cap- 
ital tends at any given time to decrease, it follows that, 
other things remaining the same, an increase of capital will 


*** Capital and its Earnings,”’ Publications of the American Economic Asso- 
ciation, 1888. 
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be accompanied by a fall in the rate of interest, and 


vice versa. 


We now come to the difficulty that confronts us in at- 
tempting to account for interest on the productivity theory 
alone. It follows from the foregoing conclusions that, if 
capital were to increase in an unlimited measure, marginal 


productivity would be destroyed. 


If, as indicated above, 


the rate of interest cannot rise above the productivity of 
the last increment of capital seeking employment, and if 
the productivity of successive increments of capital, under 
given conditions, continually decreases, it follows that, 
if a sufficient number of increments are put on the mar- 
ket, marginal productivity will finally reach the zero 


point, and no interest will be paid. 


It is conceivable that 


there might be a society with such a superabundance of 
capital that no more could be profitably employed at any 
price. Under such conditions there could be no true in- 
terest. Whatever might in individual cases be paid by 
the borrower of consumption goods would be payment for 


risk, and partake of the nature of insurance. 


Now, what 


is it that keeps capital from accumulating in such abun- 
dance? Were there no sacrifice to balance the advantage ac- 
eruing from the receipt of interest, would not capital accu- 
mulate, and be offered on the market even at the lowest 
conceivable rate of interest? If it is a matter of complete 
indifference to me whether I consume a certain amount 
of my wealth to-day or next year, I shall surely save it 
till next year, if meanwhile I can either employ it prof- 
itably myself for purposes of further production or lend 


it at interest to some one else who can. 


Some confusion has previously arisen by restricting the 
term “ interest” to that which is actually paid from one man 


to another for the use of capital. 


This view overlooks the 


fact that interest forms an element of cost when the entre- 
preneur owns his own capital, just as when he hires it of 


some one else. In view of this fact, we may avoid con- 
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fusion if we agree, for the purposes of this discussion, to 
use the term “interest” as synonymous with the profit, or 
objective surplus, arising from the employment of the last 
increment of capital. It is only in this sense that interest 
can be said to enter into cost of production. If this is 
borne in mind, it will save us the confusion that might 
otherwise result from the apparent shifting from one stand- 
point to the other during the remainder of this paper. 

It must be borne in mind that not all saving involves 
sacrifice. There would be some saving, were there no in- 
terest or objective surplus arising from the employment of 
capital. It is even probable that a considerable amount 
would be saved if, instead of savings affording a surplus, 
men were obliged to pay rent for vaults in which to 
store them or even to hire others to take their surplus 
wealth and use it for them. In so far as it is true that 
men estimate present higher than future consumption, it 
only applies to the consumption of corresponding incre- 
ments of income. A man with an income of ten thousand 
dollars a year derives less utility from the consumption of 
the last than from the first thousand. He may receive so 
small an amount of pleasure from the consumption of the 
last thousand dollars that he will prefer to save it for the 
purpose of satisfying a more pressing want in the future.* 
It is upon this principle that men lay up for a rainy day 
or for old age. This may be illustrated by the diagram 
on the following page. 

In Figures I. and II. let the amount of a man’s income 
be measured along the horizontal lines A B and A’ B’. Let 
the utility of different increments be represented by the 
perpendicular lines, those in Figure I. representing the 
present utility of present increments of goods, while those 
in Figure II. represent the estimate which we now put 
upon the utility of the same or equivalent increments of 


*For this, as for several other suggestions, I am indebted to Professor 
J. B. Clark’s lectures at Johns Hopkins University in the fall of 1892. 
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goods a year hence. In other words, we discount the 
future at a rate corresponding to the ratio between the 
perpendicular lines in Figure I. and the corresponding 
lines in Figure II. It is evident, then, from the diagram 
that increment No. 10 would be saved, in order that 
it might be applied to the satisfaction of want No. 1 
in the future. Similarly, No. 9 of the present would be 
saved because No. 2 of the future is higher. The same 
may be said of No. 8 of the present because it does not 
quite come up to No. 3 of the future. But here saving 
would stop; for there would be a loss in abstaining from 
the consumption of No. 7, in order to apply it to No. 4 in 
the future. 
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This diagram, it will be understood, only illustrates a 
certain social tendency. In a less advanced stage of so- 
ciety than that to which we are accustomed the difference 
between the estimations of present and future would be 
greater than under present conditions. Even in present 
society there are those to whom the future seems to offer 
small inducement for present frugality. On the other 
hand there are those in whom the instinct of saving is so 
strong that they seem to begrudge themselves present sat- 
isfaction, and that, too, without much thought of future 
consumption, but simply to gratify their desire for accu- 
mulation. But the normal tendency is probably illus- 
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trated by the man who looks forward to the time when he 
will have greater wants to supply on account of a growing 
family, or the hope of some time having a growing family 
to provide for, and who also looks forward to the time 
when age will begin to tell upon his powers, and the same 
income will have a larger marginal utility, owing to the 
increased pain of producing it. Neither in the case of 
this man, nor in that of the miser, is there any true sac- 
rifice connected with saving. His capital costs him noth- 
ing; #.e., it cost him nothing to transform a certain portion 
of his wealth into capital. That amount which a man 
would save, whether there were interest or not, is not 
saved at a cost. As capital, it is not produced at a cost, 
unless this cost be in the form of risk, which may be in- 
volved in its employment in production. 

If only so much were needed to carry on industry,— ‘.e., 
if so much were sufficient to bring down the marginal pro- 
ductivity to the point where it would just pay the capi- 
talist for his risk,— there would be no true or net interest. 
But, if more is needed,—?.e., if more can be used, and still 
afford profit at the margin,— it must be paid for, because 
to save it requires sacrifice from somebody.* Returning to 
our illustration, if increment No. 7 is required, it will be 
saved at a loss, because its present utility stands higher 
than our present estimate of the utility of No. 4 in the 
future. 

In this connection appears a possible correction to 
Béhm-Bawerk’s theory, according to which interest must 
equal the amount br which men discount the future, or 
the difference between the value of present and of future 
goods. The statement that “present goods are, as a rule, 
worth more than future goods of like kind and number,” f 
would carry with it the statement that a dollar now is 


*See Marshall, Principles of Economics, first edition, vol. i. Book VIII. 
chap. vii. § 4. 
t Positive Theory of Capital [Smart’s translation], p. 237. 
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worth more in present estimation than a dollar a year 
hence. If we eliminate the element of risk, as he ex- 
pressly states that we must do, it can scarcely be said to 
be true that, as a rule, a dollar is worth more to-day than a 
year hence. 

Of the wealth in the possession of society to-day it is 
altogether probable that the greater part would be saved 
for more than a year, even if there were no objective sur- 
plus to be secured by so doing. In other words, so far as 
concrete goods are concerned, their future value is some- 
times greater than their present, because they are expected 
to supply a more pressing want in the future than it is 
possible to apply them to in the present. In such cases 
there is a high reward for saving in the anticipated future 
increase in the subjective utility of the goods. This class 
of goods may be called the first increment of capital 
saved. It is that portion which would be saved even if 
its owners should be compelled to hire vaults, at an ob- 
jective cost, in which to store it. The second increment 
may have a lower anticipated future increase of utility 
than the first; but its future utility may still be estimated 
just as highly as its present utility, while the saving of 
the third involves a positive sacrifice, because its future 
subjective utility is estimated as lower than its present, 
that of the fourth still lower. In this case, the decrease of 
subjective utility must be compensated for by an increase 
in objective goods. It is not the difference in the general 
estimation of present and future goods which fixes the 
rate of interest, but only the difference in the estimation 
of the present and future value of the last increment of 
goods saved. 

If in Figure III. we let the angle of descent of the line 
A C” represent the rate at which, according to Béhm- 
Bawerk, men discount the future, and let the line A B 
represent the present value of a commodity, the line C B’ 
would represent our present estimate of its value a year 
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hence, C’ B” its estimated value two years hence, and so 
on. According to this theory, one year’s interest ought 
to equal the dotted line A’ C, two years’ interest the 
dotted line A” C’, and so on. 
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In the first place, as suggested above, it is not correct to 
speak of a general discounting of the future use of com- 
modities, or concrete goods. In a great many cases, the 
future use of a commodity is estimated higher than its 
present use, because present wants are so well supplied 
that the marginal utility of present consumption is very 
low. Suppose, for example, that you have one hundred 
dollars in your pocket. You can spend it all to-day on 
your dinner; and you might, could you forget the future, 
get some satisfaction out of the consumption of the last 
dollar. But you do not forget the future; and the amount 
of pleasure which you could get out of the expenditure of 
the last ninety-nine dollars and fifty cents is so small that 
you prefer to save it, in order that you may enjoy a series 
of ordinary dinners in the future. You would save it, 
were there no interest to be had. In fact, if you could 
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not keep it yourself, you would hire some one to keep it 
for you rather than consume it now. Yet, if you choose 
to lend it, you can get just as much interest for it as 
though it had cost you a heavy sacrifice to abstain from 
consuming it. Nevertheless, you doubtless have a more 
vivid appreciation of present than of future wants. There 
is a point at which you will stop saving, because you do 
not expect ever to be in a position when an ordinary 
dinner will be worth more to you thanitis now. You 
will probably not forego the pleasure of a fifty-cent 
dinner and content yourself with a fifteen-cent lunch, in 
order to be better provided in the future, because you 
never expect to be in a position when you cannot afford 
a fifty-cent dinner. Were you ‘a spendthrift, you would 
probably not hesitate to spend several dollars on expen- 
sive delicacies and fine cigars for the same reason. The 
spendthrift’s appreciation of the future is very low. Your 
case may be taken as typical of society as a whole. There 
is a certain point where, were there no interest or profits 
from the use of capital, saving would cease. That point 
would be where men balanced present against future con- 
sumption ; in other words, where the subjective utility of 
present and of future goods is equal in present estimation. 
But if the use and employment of capital becomes produc- 
tive, and the amount of capital in existence under these 
conditions were not enough to bring its marginal produc- 
tivity down to the zero point, there would be a demand 
for more capital. In order to get it, interest in the form 
of an objective surplus would have to be paid to induce 
men to save more. This would be the case whether we 
assume a distinction between the capitalist and the entre- 
preneur, or that the entrepreneur is his own capitalist. 
In the latter case, the entrepreneur would count his absti- 
nence as a part of the disutility or cost of production, and 
would reward himself for it. Consequently, interest does 
not correspond to any general discounting of future con- 














ABSTINENCE AND THE THEORY OF INTEREST 658 


sumption of commodities, but only to the marginal dis- 
count or to the marginal sacrifice of saving. It must be 
sufficient to compensate the capitalist for saving the last 
increment of capital. 

This also may be illustrated by Figure III. Of the first 
increment of goods saved, let the present value be repre- 
sented by the line A B. The present estimate of its value 
a year hence by G B’, two years hence G’ B”, etc. Of 
the second increment, the present value is A B. The 
present estimate of its value a year hence is represented 
by A’ B’, two years hence by A” B”, etc. Of the third in- 
crement saved, the present value is represented by A B, 
the present estimate of its value a year hence by F B’, two 
years hence by F’ B”, etc. Were this the last increment 
saved, one year’s interest for all increments would corre- 
spond to A’ F, two years’ interest to A” F’, etc. But the 
fourth increment has a present value corresponding to 
A B, and an estimated value one year hence corresponding 
to C B’, two years hence corresponding to C’ B”, ete. 
Since this is the last increment saved, one year’s interest 
throughout the field would correspond to A’ C, two years’ 
interest to A” C’, etc. The loss in the subjective valua- 
tion of this last increment must be compensated for by an 
increase in objective goods or interest. It is a character- 
istic of the market that interest tends to become equal 
throughout the field. All capital will therefore be paid 
for at the same rate as the most expensive increment. 
This affords a true surplus or rent,* as will be noticed later. 

If, however, it is intended to apply Béhm-Bawerk’s the- 
ory to the difference with which we estimate present and 
future wants (as illustrated in Figures I. and II.), it is 
again found to be faulty. Men seldom abstain from the 
satisfaction of a want, in order to be able at some future 
time to supply the same or a corresponding want. 


*This is a common abuse of the word ‘‘ rent,” but there seems to be no 
better term. 
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In the case of those wants which we leave unsatisfied 
for the express purpose of getting interest, the interest 
does not pay for the difference with which we estimate 
the present and future satisfaction of the particular want 
which is forestalled. Letus return to Figures I. and II. 
If increment No. 7 were saved, the sacrifice would not 
correspond to the difference between No. 7 of Figure I. 
and No. 7 of Figure II., but to the difference between 
No.7 of Figure I. and No. 4 of Figure II. If in Figure III. 
we let the descending line A C” represent the rate at 
which we discount future wants, the rate of interest would 
correspond to those portions of the perpendicular lines 
which lie above some such descending line as A F”’ 
rather than to those portions which lie above A CO”. 

As already stated, a considerable portion of the capital 
has involved no sacrifice in the act of saving. Were this 
supply sufficient to bring the marginal utility down to 
where it would just balance whatever risk the capitalist 
undergoes in lending or employing his capital, no true 
interest would be paid. A larger amount of saving would 
cut into more pressing wants, and involve a sacrifice. 
Men will not undergo this sacrifice unless they are paid 
for it. This gives rise to interest, which then becomes an 
element in the cost of production. Asan element in the 
cost of production, interest would probably exist under 
a socialistic state. Whoever should abstain from con- 
sumption, in order that society might have the requisite 
capital to carry on the industrial process, would have to 
be compensated in some form or other. If society, as a 
whole, voluntarily set aside a certain portion for such pur- 
poses, society as a whole would bear the burden, and 
expect to be rewarded by an increased production. The 
only thing avoided would be the phenomenon of one in- 
dividual paying interest to another. However, it is con- 
ceivable to the socialists that by the superior productive- 
ness of the socialistic organization goods would become 
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so abundant that their saving would cost no sacrifice. It 
is likewise conceivable that such a state may yet be 
reached under the present system, though it remains an 
open question whether such a condition is to be desired. 
It might mean a number of different things, such as a 
lowering of the standard of living or a blocking of the 
wheels of industry from any number of different causes. 

But abstinence is not the only sacrifice involved in the 
lending or the employment of capital. At present there 
is always more or less risk involved. Marginal productiv- 
ity must be sufficient to compensate for both risk and mar- 
ginal abstinence, for both are combined in the sacrifice of 
the capitalist class. For the present, therefore, we make 
no distinction between the interest paid and the surplus 
arising from the employment of the last increment of cap- 
ital. Under static conditions they would be equal. Under 
present conditions so much the greater part of the capital 
upon which interest is paid is employed in production that 
the price is fixed by that portion. It controls the market 
just as the price of several commodities is fixed through- 
out this country by the price at Liverpool. The fact that 
interest is sometimes paid on consumption goods only in- 
directly affects the rate of interest. An increase in the 
amount borrowed for consumption, other things remaining 
the same, decreases the amount that can go into produc- 
tive processes. This would raise the marginal productivity 
and the rate of interest, just as a sudden increase in the 
amount of pork or wheat consumed in this country de- 
creases the amount that can go to Liverpool and raises 
the price there. 

Perhaps a better idea of the place of abstinence in the 
theory of interest can be obtained if we use the diagram 
on page 56 as an illustration. 

In Figure IV. let the amount of capital in the industrial 
community be measured along the horizontal line A C, 
and let the productivity of capital be measured along the 
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perpendicular line A E, and let the descending line E C 
represent the rate of decrease in the marginal productivity 
of capital. If the amount of capital were measured by 
A D, the marginal productivity and the rate of interest 
would be measured by A F. If the amount of capital 
were measured by A D’, the marginal productivity would, 
other things remaining equal, be measured by the line 
A F’; and, when the amount of capital equalled A D”, mar- 
ginal productivity would equal A F”’. From this it fol- 
lows inevitably that, if capital went on increasing to A C, 
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marginal productivity would be destroyed, and no interest 
would be paid. As above stated, were there no sacrifice 
connected with the accumulation of capital to offset the 
advantage accruing from the receipt of interest, capital 
would go on accumulating until the descending line E C 
approached indefinitely near to the line A C. But here 
the work of abstinence is seen in placing a limit upon the 
supply of capital before the point of no marginal returns 
is reached. Under static conditions saving will continue 
until abstinence plus the risk to the capitalist of saving 
the last increment is just balanced by the advantage de- 








EC 
vity 
. by 
rest 
ital 
uld, 
line 
1ar- 
fol- 


ct 


—_— = See eS SS 

















ABSTINENCE AND THE THEORY OF INTEREST 57 


rived from the employment of the last increment of cap- 
ital. 

In Figure V. as in Figure IV. let the amount of capital 
be measured along the base line A C, and the productivity 
upon the perpendicular line E H, with the point A at 
zero, and let the descending line E C represent the rate of 
decrease in marginal productivity. Now let us also meas- 
ure the cost or disutility of saving on the perpendicular 
line E H, with the point A as zero, and let the ascending 
line H G represent the rate of increase of marginal sac- 
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rifice of abstinence. A quantity of capital equal to A K 
would be saved before any sacrifice at all were felt. But 
from this point the sacrifice increases until at point D 
the sacrifice of saving amounts to G D: net interest 
would therefore be measured by the line A J. Risk does 
not necessarily increase as saving advances, so the risk at 
the margin is measured by the line BG. Then total in- 
terest would be represented by the line B D or A F. It 
is when this total sacrifice of abstinence and risk equals 
the marginal productivity that saving will cease. In the 
illustration the capital in the industrial community repre- 
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sented would be measured by A D, marginal productivity 
and marginal sacrifice by B D, total interest by A F, net 
interest by A J. 

It may, with a certain amount of justice, be objected 
that payment for risk is a part of the expense of the em- 
ployer of capital, and must be subtracted from the prod- 
uct of capital, thus cutting down the marginal produc- 
tivity of the capital to correspond to the line M G 
instead of being added to the sacrifice of abstinence. It 
would then be not a part of interest at all. Either view 
would be consistent ; but, so long as so large a part of 
that which is actually paid under the name of interest is 
payment for risk, it seems better to include it as a part of 
the sacrifice of the capitalist, since it makes no real dif- 
ference to the nature of the problem.* 

It can scarcely be denied that risk is a sacrifice to the 
capitalist. It is certainly one of the factors that influence 
the amount of saving. If men are doubtful of ever receiv- 
ing a just return for their capital, they will have less in- 
ducement to forego the pleasure, however small, of present 
consumption. Men estimate present certain enjoyment 
considerably higher than future uncertain enjoyment. 
However, throughout the remainder of this paper, in 
order to simplify the illustrations, no distinction will be 
made between the sacrifice of abstinence and that of risk. 
Both will be treated under the general head of the total 
sacrifice of saving. 

Any discussion as to whether marginal productivity or 


* At present we are compelled to take account of risk. It is to be hoped 
that the progress of economic science will soon make it necessary to deal with 
the question of risk under the separate heading of insurance. Of the tradi- 
tional four channels of distribution, wages would undoubtedly have first im- 
pressed itself upon the mind of an economist. Such simple tools as the 
primitive workman used would scarcely have been regarded as of sufficient 
importance to call for a distinct treatment. The theory of interest, therefore, 
would have developed later than that of wages. Rent and profits followed 
each in its turn. Insurance will probably soon take its place as a fifth chan- 
nel of distribution. 
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marginal sacrifice were the most important to the produc- 
tion of interest must be a waste of time, since both are 
necessary, and neither could account for interest without 
the help of the other. With a given rate of decrease in 
the productivity of successive increments of capital, what- 
ever raises or lowers the amount of sacrifice involved 
in saving will correspondingly raise or lower the rate of 
interest by decreasing or by increasing the supply of capi- 
tal. For convenience let us suppose that the rate of 
decrease of marginal productivity remains fixed. Then 
suppose that a series of poor crops or other adverse cir- 
cumstances, by diminishing the income of society, in- 
creases the sacrifice of abstinence, or that rumors of war 
or domestic violence increases risk. Either case would 
result in a decrease of the supply of capital, and raise the 
marginal productivity and the rate of interest. 
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In Figure VI. as in Figure V., let A D represent the 
amount of capital, A F the rate of interest, the descending 
line E B the rate of decrease in marginal productivity, and 
the ascending line H B the rate of increase in marginal sac- 
rifice. Now let us suppose the angle of descent of the line 
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E B to remain stationary: whatever increases the sacrifice 
of the capitalist classes will raise the line H B to the position 
of the dotted line H B’. The amount of capital will then be 
measured by A D’, and the marginal utility and rate of 
interest by A F’. Or suppose the rate of sacrifice to de- 
crease to correspond to the dotted line H B”’. Then sav- 
ing would go on to the point D”, and the rate of interest 
would be measured by the line A F”’. 

On the other hand, we may reverse the proposition by 
supposing the line H B to be stationary, while the line 
E B varies, and show that the same effect would follow 
the raising or lowering of E B. Thus we have the propo- 
sition: with a given rate of increase in the marginal 
sacrifice of saving and risking capital, whatever raises or 
lowers the productivity of capital correspondingly raises 
or lowers the rate of interest. The triangle H B F rep- 
resents the rent or surplus gain of the capitalist. 

It is impossible therefore to determine whether a high 
rate of interest is a favorable or an unfavorable sign until 
we know the reasons which make interest high. In a com- 
munity where capital is safe and the payment of interest 
sure, where the people have a vivid appreciation of the 
future, where there are good-natural resources, and popu- 
lation is not overcrowded, and where there has been no 
considerable destruction of capital by disasters, a rise in 
the rate of interest may pretty safely be counted as a favor- 
able sign; for it probably indicates either that commercial 
and industrial conditions are favorable for the employ- 
ment of more capital or that the people are acquiring 
a higher standard of life, so that abstinence costs them 
more than formerly.. But, where any of the conditions are 
wanting, the conclusion does not follow. 

From the standpoint of economic politics, it is probably 
best to lay more emphasis upon the cost or sacrifice ele- 
ment in the determination of the rate of interest. The 
factor of sacrifice is more easily corrected by social and 
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political measures. Education and enlightenment may in- 
crease the appreciation of the future, and encourage sav- 
ing. Postal or other well-regulated savings-banks may 
do the same. Good legislation and a pure judiciary may 
decrease the risk of lending and employing capital; but 
it is not so easy to alter the productivity of capital. 

If the foregoing argument is correct, it would seem that 
the productivity and the sacrifice theories of interest are 
to be harmonized in much the same manner as the cost 
and utility theories of value. This balancing of opposing 
forces which has been developed by Professors Jevons and 
Clark in relation to value seems capable of a much wider 
application than it has yet received. Its application to 
the theory of value is familiar to all. This paper is an 
attempt to apply it to the theory of interest, and it seems 
to the writer that the theory of wages might be made 
much clearer by an application of the same principle. 

The question as to whether or not interest ought to be 
allowed by law resolves itself, as most other political 
questions, into the simple question of expediency. With- 
out considering the question from the standpoint of ab- 
stract ethics, the argument from expedience is sufficient to 
justify interest. Were it possible to prohibit it, there 
would be at least two unfortunate results: First, much of 
the capital would be under inferior management. The 
reason A hires capital of B is because he can make better 
use of it than B can. He can make it produce more. 
If therefore B were forbidden to receive payment for the 
use of his capital, either society would lose through his in- 
ferior management or he would consume it. This brings 
us to the second unfortunate result. It would decrease the 
amount of saving. Capital to assist in carrying on indus- 
try would become scarcer, and society would suffer from a 
diminished supply of goods with a corresponding advance 


in cost. 
T. N. CARVER. 
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VALUE OF MONEY.* 


Moc has of late been said and written which seems to 
render desirable a restatement of the causes and condi- 
tions which determine the value of money,— the prices of 
goods. The remarks referred to are such as intimate or 
appear to imply that the extreme extension of credit, to 
embrace the banking system, the check system, and finally 
the clearing-house system, in some way vitiates the ac- 
cepted proposition that the value of money is determined 
by the demand for and the supply of money, and makes 
general prices to depend on something else. The allu- 
sions to the small proportion of goods supposed to be paid 
for in actual money, to the cancellation of indebtedness 
within the bank, and to the vast transactions of the clear- 
ing house, as if these conditions rendered the supply of 
money a matter of indifference or at least of very slight 
consequence,— these allusions on the part of intelligent 
business men, and even of professional economists, are so 
frequent as to make it seem worth while to go over again 
the familiar ground of the value of money, to inquire 
whether anything needs to be added to or taken from the 
proposition which we once all practically agreed to accept. 

There is nothing unreasonable in the idea that, in pass- 
ing from a primitive community, industrially speaking, to 
one in which trade and production are highly organized, 
and in which credit and banking perform an important 
part, propositions regarding money which held good in the 
former condition should require to be importantly modi- 
fied or wholly abandoned. In my work of 1878,} when 

* This paper was read before the American Economic Association, at its 
session in Chicago, September 13, 1893. 
tSee Money, p. 22. 
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commenting on the remark of Professor Bonamy Price, 
that the vast operations of modern commerce only repro- 
duce the simplest acts of primitive barter, I ventured to 
use the following image : — 

The savage builds his canoe of materials every part of which 
would float of itself. The civilized man builds his broadside ship- 
of-war of material which of itself would drop like a plummet to 
the bottom. We may find, in our farther investigation, that there is 
something more in the philosophy of money than comes out in the 
primitive trade between the tailor, the butcher, and the baker. 


But, in fact, does anything in the transition from a prim- 
itive to a highly organized trade impair the validity of 
the proposition that the value of money (whatever that 
money may, in the place and at the time, consist of) de- 
pends, like the value of anything else, on the relations of 
demand and supply; that prices are determined in the 
amount of goods offered for money, and the amount of 
money offered for goods? This is the question I presume 
to raise to-day. 

It is enough to make the most faithful soul flinch and 
shrink, to be asked to go back to the contemplation of a 
primitive community and to consider the origin of money; 
yet in this case it seems to be necessary, and I will try not 
to be tedious. Let us suppose that in such a community, 
the members of which pursue various occupations and pro- 
duce different kinds of commodities, the difficulties of di- 
rect exchange are so great as to put a heavy penalty upon 
barter, or, to express it otherwise, to place a high premium 
upon the use of money; and that, by consequence, all 
commodities are exchanged through the intervention of 
money. It was with reference to such a supposed situa- 
tion that the proposition which has been more than once 
repeated in this paper was.framed. In such a case, we 
should all agree that the value of money depended on 
the demand for and supply of money. In speaking of the 
demand for money, we should of course understand that 
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the effective occasions for its use in exchange were meant; 
and, consequently, we should have reference not merely 
to the amount of goods produced, but also to the fre- 
quency with which those goods were to be exchanged in 
their passage from producer to consumer. Again, in 
speaking of the supply of money, it would be understood, 
almost without the necessity of explanation, that refer- 
ence was had, not alone to the number of money-pieces, 
but also, and conjointly with this, to the rapidity of their 
circulation. “The nimble sixpence does the work of the 
slow shilling.” 

Such is the situation in which no doubt arises regarding 
the causes and conditions which determine the value of 
money. Since the members of the community must have 
money in order to exchange their goods, and since, by the 
supposition, they must exchange their goods in order to 
make it worth while to produce them, they, each and all, 
must needs buy money. In order to buy it, they must 
pay its price, give what it is worth. What it shall be 
worth will depend, demand being fixed, upon the supply. 
The cost of production of money will influence its value 
only as it affects that supply. Conceivably, the money 
thus brought into use might be an article which held no 
appreciable cost of production, as, for example, an article 
found on the surface, but naturally limited in quantity; or 
it might be an article owing its use to authority or to 
convention. 

Now let us take the first step from the condition as- 
sumed, in recognizing the fact that, in an actual com- 
munity, all of the goods produced will not be subject to 
exchange, and therefore will not contribute to the demand 
for money. The fisherman will consume no small part of 
his catch in the support of his family; perhaps one-half of 
the crops of the farmer will be eaten within his own house 
and barn; the shoemaker, the tailor, and the hatter will 
each wear and wear out some part, at least, of his own 
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product. Does this modification of our assumed condition 
require any qualification of our proposition? Probably 
we shall all agree that it does not, that the product thus 
consumed at home is entirely out of all relation to the 
value of money, and that it is only the surplus going into 
exchange which has anything to do with determining that 
value. 

Let us now take the second step from the condition 
originally assumed, and recognize the fact that no incon- 
siderable part of the surplus product is directly exchanged 
without the intervention of money. In the face of the 
highly humorous descriptions that have been given of the 
difficulties attending such transactions, we know that in 
every community, even the most advanced industrially, 
barter does take place, and that on no small scale. Let us 
suppose the amount of direct exchange within the com- 
munity in contemplation to be large. Have the goods 
thus exchanged any relation to the value of money? In 
one way they have; but it is in the way of effect, and not 
of cause. The prices of the several kinds of goods pro- 
duced in the community — that is, their value in terms of 
money — having come to be known through the exchanges 
which have taken place with the use of money, the bar- 
terers will be influenced thereby in fixing the ratios of 
direct exchange. But this is an incidental effect of the 
value of money, not in any sense or any degree a cause. 
Were the bartered goods to be multiplied fourfold (but 
not at the expense of the goods exchanged for money), 
this would have no effect upon prices, since it would alter 
neither the demand for nor the supply of money. 

It is true that the line drawn in any community between 
bartered goods and those sold for money is not a perma- 
nent one. Possibly there has been some failure on the 
part of many meritorious economists to recognize the 
degree in which barter may be resorted to or may be 
abandoned, according as the money in use becomes more 
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or less convenient and attractive in form, more or less 
trustworthy as to substance and weight. In my work of 
1878 I offered what seems to me a very important qualifi- 
cation of Ricardo’s proposition regarding the value of 
corrupted coin. That qualification had reference to the 
large possibilities of extending barter whenever popular 
confidence in the coin becomes impaired. The commer- 
cial history of the United States during the Revolutionary 
War, of France during the time of the assignats, and I 
doubt not of other countries under a régime of incon- 
vertible paper money largely depreciated, illustrates the 
importance of noting this condition. By the corruption 
of the coin, or merely by its becoming inconvenient and 
unattractive, much more by the fluctuations of an inflated 
paper circulation, the penalty upon direct exchange may 
be so diminished as largely to widen the field of barter. 
And in the same way everything that adds to the con- 
venience, attractiveness, and trustworthiness of the money 
in use, may cause that field to be encroached upon. All 
this, however, has nothing to do with the validity of our 
proposition. It is still the goods which are exchanged for 
money, be these more or fewer, and not the goods which 
are bartered, be those fewer or more, which contribute to 
that demand for money which determines price. 

Our third step is involved in more of difficulty and of 
embarrassment. We are now to suppose that, of the goods 
which are, in the usual acceptation of the term, sold for 
money, @ portion, let us say a considerable portion, are not 
paid for at the time. Credit is given either for a definite 
or an indefinite term. What is the effect of this upon the 
value of money? Do these goods contribute to the de- 
mand for money which determines price? The sales are 
made in terms of money; money is promised; money is, 
we will for the present say, sooner or later, to be paid. 

Let us here introduce a distinction. Let it first be 
assumed that the credit is to remain individual, if I may 
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use that expression; that the obligation is not to be trans- 
ferred, but that the debtor and the creditor are to remain 
the same persons until the close of the transaction. In 
this case, I should say, with deference, that goods so sold 
contribute to the demand for money just as truly as goods 
sold for cash; but I should add, not just as much. The 
factor by which the amount of such goods is multiplied, to 
give their effect in determining the demand for money, is 
lower. In the case, at least, of goods sold on definite 
terms of credit, there is a considerable, often a very large, 
economy in the use of money, as compared with the condi- 
tions of production and trade where “trust ” is not given. 
It is not necessary to keep such large amounts of money 
in the shops or to carry them around on the person. 

But now let it be supposed that credits are no longer 
individual, in the sense in which we have used that term, 
but that transference by indorsement has become general, 
and that banks have arisen which receive deposits of com- 
mercial paper representing a very large part of the whole- 
sale transactions of the community. What shall be the 
effect of this on the value of money? According to my 
way of thinking, so far as this transference of obligations, 
especially in the case of the bank, which thereby becomes 
creditor to many debtors and debtor to many creditors, 
results in the cancellation of indebtedness, as to an enor- 
mous extent it does, these transactions are, so far as con- 
cerns the use and by consequence the value of money, the 
same essentially as if they had been acts of barter. Ex- 
changes of this category do not involve the employment of 
money; and they are therefore to be counted out when 
we are considering the causes and conditions which deter- 
mine the value of money. They constitute no part of the 
demand for money. Two transactions upon credit which 
in time and amount balance each other, and which, as a 
matter of fact, cancel each other when brought together in 
the bank, are, for our present purpose, equivalent to one 
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transaction of the same amount in direct exchange or 
barter. The fact that each obligation has been expressed 
in terms of money, the fact that, in the buying and the 
selling which preceded the giving of the note of hand or 
bill of exchange, reference was had by both parties to 
prices determined by actual exchanges of goods for money, 
— these facts do not, it seems to me, at all impair the va- 
lidity of the view that, so far as the use and the value of 
money are concerned, such transactions are, in essence, 
cases of barter. 

But it may be said such transactions do, in fact, involve 
the use of money. The bankers’ liabilities, which are 
made up of deposits of commercial paper coming due, and 
which constitute the fund upon which those who are 
debtors to others, but are creditors to the bank, may draw 
checks for the payment of their own obligations,— these 
banker’s liabilities, or bank deposits, are, many persons as- 
sert, themselves money. I am well aware that this view 
has been held by those of whom it is needful to speak 
with very great respect. Such was the opinion of Lord 
Overstone; and Professor Sidgwick has more recently 
presented the same view. But I must say that it seems 
more compatible with the facts of commercial life, as well 
as far more conducive to a consistent and intelligent 
philosophy of money, to treat this matter of the can- 
cellation of indebtedness in the way which has been sug- 
gested above. Bank-notes are money. They are distinct 
and tangible things, which pass out from the bank and 
have their own separate life and course; which become 
the property of him in whose hands they at the time are, as 
truly as do coins of gold or silver. Like such coins, they 
pass from hand to hand throughout the community, with- 
out reference to the character or the credit of the person 
offering them. Like such coins, they are accepted in final 
discharge of debts and full payment for commodities, 
without necessary recourse to the issuing bank, except as 
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they may individually become too much worn for further 
circulation, after performing, it may be a hundred, it may 
be a thousand, exchanges. Bank deposits, or bankers’ lia- 
bilities, are not money. Inscribed on the books of the 
bank itself, divided into no definite parts, constituting no 
tangible thing, having no outside course to run, with no 
separate, identifiable existence, they are not money: they 
are simply an instrumentality for saving the use of money. 
As such, it would be impossible to overrate their impor- 
tance; but that is no reason for attributing to them a 
character which they do not bear. Their real nature and 
function more clearly appears, it seems to me, when they 
are spoken of as an instrument for the cancellation of in- 
debtedness than when they are characterized as money. 
To my mind, it is of importance to recognize, as among the 
signs of all true money, its circulation; its passing from 
hand to hand throughout the community; its leaving no 
trace or record behind it as it goes, indebtedness being dis- 
charged, or goods paid for, every time it changes hands. 
Let us now pass to the final and last stage of our jour- 
ney. It is only with reference to the point now ap- 
proached that this paper has any significance, since thus 
far nothing new has been sought to be presented. Let us 
now suppose that credit has grown to enormous dimen- 
sions, and that, by consequence, the banking system, the 
check system, and the clearing-house system have been 
carried to what seem to be the limits of their possibilities. 
Vast volumes of indebtedness are daily cancelled in each 
bank, while but a small amount of coin and notes together 
is made use of in these transactions. At the clearing 
house the undischarged balances of a score or two of 
banks are every afternoon brought together and settled, 
with a use of coin and notes even smaller still. Now is 
there anything in such a situation which in any degree im- 
pairs the validity of the proposition that it is, after all, the 
demand for and the supply of the actual coin and notes 
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which determines prices? It seems to be an opinion that 
such a use of credit does constitute some other rule for de- 
termining the value of money, which prompts the frequent 
allusions to the fact that in such or such a bank the cash 
payments constitute but three per cent. of the total trans- 
actions or that in a given clearing house only a half of 
one per cent. of the bank balances are settled in money. 
Whenever a question arises regarding the sufficiency of 
the present or the probable future supply of metallic 
money, facts like these are thrust at us, not merely as 
showing the economy effected in the use of money by the 
organization of credit, but as if they showed that the sup- 
ply of money had ceased to be of any consequence at all, 
and that something other than the money supply had come 
in to determine prices. 

Now, it must be said that it is altogether consistent 
with economic principles that the relative importance of 
a subject of exchange should become so far diminished 
that it is released from the ordinary operation of the force 
of self-interest. Money itself affords an example in point, 
in the case of dillon, the petty coin of small change, which 
seems to be governed by something analogous to the law 
of capillary attraction. Ordinarily, we say, water tends 
to seek its level; and we find a world of illustrations of 
that tendency, not merely in rivers, lakes, and oceans, but 
in the crust of the earth and in the very atmosphere. 
Yet, if a tube be only fine enough, water will stand in it, 
at any height, without any regard to gravitation. And 
this exception is not merely of curious interest: the 
whole vegetable creation subsists by virtue of it. So in 
the case of dillon, with a proper regulation of amount, 
the market price and the mint price of the metal need 
have no defined relation to each other. There seems to 
be a sort of impression in the minds of the speakers and 
writers to whom in this paper I refer, to the effect that 
the volume of credit transactions in highly organized 
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communities become so enormous as to carry the money 
of the community with them by a species of capillary at- 
traction. It is no longer, in this view, the actual money 
of a country which underlies and sustains the structure of 
credits: the credit structure becomes so vast and gigantic 
that the money of the country depends upon it and de- 
pends from it as a trivial, if not merely ornamental, ap- 
pendage. Is there anything in such opinions which, how- 
ever loosely held and vaguely expressed, have certainly 
exerted no little influence upon recent monetary discus- 
sion? Does the exaggeration of credit transactions, how- 
ever monstrous they may become, in any degree release 
prices from the rule which has been indicated as govern- 
ing them? Have such transactions any influence upon 
the value of money other than that which has been 
pointed out; namely, by accomplishing a certain cancel- 
lation of indebtedness, producing the virtual result of an 
extension of the field of barter and a corresponding re- 
trenchment of the field for the use of money? Within 
the latter field, thus diminished, does anything less or any- 
thing other than the traditional principle govern the 
value of money, the price of goods? 

In addressing myself to this question, I desire to say, 
first, that there is much of the vast volume of credit 
transactions, as shown by the statistics of the bank and 
the clearing house, which may, for all the purposes of the 
present discussion, be termed fictitious,— fictitious in the 
sense that a great part, perhaps the larger part, of these 
transactions are outside the necessary work of exchange 
in the community, fictitious in the sense that these trans- 
actions are very largely the direct product of the exist- 
ence of the agencies, the bank and the clearing house, 
through which the resulting indebtedness is cancelled. 
Let me illustrate my meaning. It has been stated that 
the entire cotton crop of the United States is sold eight 
times over in the New York market alone. I know not 
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whether this statement is exactly true; but it is beyond 
question that that crop is sold over and over again, add- 
ing enormously to the banking and clearing house transac- 
tions of the city. By far the greater share of these 
purchases and sales constitute no necessary part of the 
process of getting the cotton from the planter to the 
manufacturer. Speculators take advantage of this credit 
organization, without which their operations would neces- 
sarily be restricted within very narrow limits, to carry on 
an enormous amount of gambling or betting on the future 
price of cotton. It is not essential for our present pur- 
pose to inquire whether this multiplication of purchases 
and sales under speculative impulse is or is not detri- 
mental to production and to what we may call legitimate 
trade; that is, those exchanges, be they few or be they 
many, which are actually necessary to carry the product 
most easily and surely from the farmer to the manufact- 
urer. I touch the subject here only to show how largely 
this speculative trading, itself mainly the result of the 
high organization of credit, contributes to inflate the sta- 
tistics of the bank and the clearing house, and thus to 
produce the impression which has been adverted to, re- 
specting the relative insignificance of the use of money 
in our day. What is true, in this respect, of cotton is 
also true of corn, wheat, pork, petroleum, mining and 
railroad stocks, and a hundred other subjects of exchange. 
In this view, am I not justified in saying that a very large 
part of the credit transactions, the amount of which is so 
freely adduced to show the comparative insignificance of 
cash transactions, are, with respect to that object, purely 
fictitious? Those who roll as sweet morsels under their 
tongues such gigantic figures as thirty or forty thousand 
millions a year, in speaking of the work of a single clear- 
ing house, are really deceived if they think that these 
sums represent either transactions that would have taken 
place, did not the clearing-house mill stand ready to take 
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the grist, or transactions the non-existence of which 
would impair production and legitimate trade. 
Secondly, while the speakers and writers in question 
dwell with so much emphasis on the fact that, of the 
transactions of Sir John Lubbock’s bank, only three per 
cent. were settled with cash, and that, in a certain clearing 
house, only a half of one per cent. of the business was 
adjusted in the same way, they inadvertently fail to call 
the attention of their hearers or readers to the fact that, in 
spite of barter and in spite of credit, a very large part, in 
most countries by far the largest part, in many countries 
almost the whole, of retail trade is still conducted with the 
use of money; and this is, after all, the vital thing. It 
would not in the least matter, for the purpose of deciding 
the question, what determines the value of money, if the 
cancellation of indebtedness in the wholesale trade were 
complete, if Sir John Lubbock found additional commer- 
cial paper to take the place of that unhappy last three per 
cent., and if every claim made by every bank, every after- 
noon, at the clearing house were offset by an equal and 
incontestable demand. The statistics of banking and 
clearing-house transactions would be irrelevant and imper- 
tinent to the issue, even were they not inflated, as has been 
indicated. In the field of wages and of retail trade, money 
gets that room to operate which enables it to determine 
prices, just as truly as if banks and clearing houses did not 
exist. In our own country the every-day agency of money 
is somewhat obscured by the enormous extension of the 
check system, by which small bills are often paid. But 
even in England, whose credit and banking organization 
is in all other respects far more perfect than our own, such 
a use of checks is almost unknown. Beyond England and 
the United States, no other country in the world to any 
extent employs this method of buying goods or paying 
bills for ordinary personal or domestic expenditures. But, 
even if the field of cash payments were far more en- 
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croached upon than it is, this would not impair the validity 
of our proposition. As I said in the earlier part of this 
paper, the use of credit simply means the diminution of 
the demand for money. It still remains true that the de- 
mand for money, whatever that may be, does, taken in con- 
nection with supply, determine prices. No civilized coun- 
try has ever reached the condition, and we are not called 
upon to contemplate a time within which any civilized 
country will reach a condition, in which money must not 
be used to a vast extent. So long as people must have it, 
to pay wages and to buy goods, they must buy it, they must 
pay its price for it, they must give what it is worth. 
What it shall be worth will depend upon the demand for 
and the supply of it, as in case of any other thing that is 
bought and sold. The demand for money is found in the 
money work to be done, the amount of exchanging which 
needs to be effected by the use of money. The supply of 
money consists in the number of money-pieces available 
for the work of exchange, taken in connection with the 
facility with which they can be so used, the freedom or 
rapidity of circulation. Outside this field, it does not for 
this purpose matter in the least what the volume of credit 
may be, how high may be piled the transactions of banks 
and clearing houses. Were we considering the security of 
the latter, it would be important to compare their volume 
with the amount of money circulating within the field of 
cash payments; but this is not our business to-day. 


When the present paper was placed upon the programme 
of the Association, I little thought that in defending 
my thesis I should enjoy the advantage of such a tremen- 
dous, such an overwhelming demonstration of the impor- 
tance of the actual money of a country, in the face of the 
most elaborate organization of credit, as the United States 
has afforded during the past two months. Sir John Lub- 
bock’s bank and the half per cent. cash payments in the 
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clearing house cut a very small and sorry figure, indeed, in 
comparison with the spectacle which has been afforded 
of a great nation on the verge of general insolvency, thou- 
sands of factories and workshops closed, hundreds of thou- 
sands of workmen thrown out of employment, all because 
a certain amount of cash, of actual money, had been 
locked up in strong boxes and bank vaults. When one 
considers what this great industrial nation has passed 
through within the last sixty days because a portion only 
of its money had been withdrawn, he is fairly in a position 
to appreciate the senselessness of all this talk about the 
unimportance of the money supply which I took for my 
theme on this occasion. Until we have forgotten how we 
saw the banks of the commercial and financial metropolis 
refuse to pay their balances to other cities in cash on de- 
mand; how we saw great and rich firms paying their 
workmen in checks of $2, $8, and $5, and these checks 
not payable at the bank, but stamped “payable only at 
the clearing house”; until we have forgotten how we saw 
great factories carrying on their business timidly from day 
to day, not with money and not with proper commercial 
credit, but upon the frail foundation of sympathy and for- 
bearance from their creditors and even from their opera- 
tives, while thousands of other manufacturers refused to 
carry on business at all under such conditions, and closed 
their works,— until we forget these universal experiences 
of the past few weeks, we shall, I think, be disposed to 
give Sir John Lubbock’s bank a rest. No more striking 
demonstration could possibly have been given of the fact 
that, after all credit can do, money, actual money, money 
that passes from hand to hand, is still the vital blood of 
commerce, than has been afforded by the crisis through 
which the United States has just passed. For weeks the 
nation walked along the very verge of a precipice, under 
@ strain which could not possibly have continued for as 
many weeks longer without hurling industry and trade to 
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the bottom of the abyss. All this time the trouble was 
not want of capital, for the nation had never been so rich; 
not the lack of credit in commercial relations, for the his- 
tory of the world may be searched in vain to find an equally 
remarkable example of the readiness of merchants and 
bankers to trust each other and to support each other, 
even at the risk of their own fortunes. The trouble was 
all in the sudden withdrawal of a portion of the nation’s 
money supply, due to distrust of financial legislation. 
This was all, and this was enough to bring the United 
States nearer to general ruin than it has been before since 
the war made us a nation indeed. 

F. A. WALKER. 


























THE PRUSSIAN BUSINESS TAX. 


Tue taxation of business profits is a source of public revenue 
to which most states have in one form or another resorted, al- 
though not always directly or by means of a distinct tax. Of 
course, business may be taxed under some more general form 
of taxation, such as a general income or property tax. But 
many European countries have adopted a business tax, which 
is distinct in form and administration from the other taxes 
which with it make up the tax system of the country. 

In Prussia the business tax, or Gewerbesteuer, has existed in 
addition to an income and class tax, a land tax, and a tax 
on buildings. The income tax is general, imposed alike on 
all forms of income. The other taxes are, in effect, an addi- 
tional impost on income derived wholly or in part from land 
and capital. It is assumed that this form of income may with 
justice be required to contribute more to the public expendi- 
tures than the earnings of labor alone, such as wages, salaries, 
and professional fees. 

In 1890-91, before the recent reform of the tax system, the 
yield of these several taxes was as follows : — 





Per cent. of 
Marks. Total Taz. 
Land Tax (Grundsteuer). . .. . . + « + 40,082,000 24.6 
House Tax (GebGiudesteuer). . . . . . » » 82,875,000 19.9 
Business Tax (Gewerbesteuer). . . . . . » 21,119,000 13.0 
Class Tax (Klassensteuer) ... . . . . » . 24,681,000 15.2 
Income Tax (Hinkommensteuer) . . . . . . 44,364,000 27.3 
wees eS Se ees os « 6 6 6 eae 100% 


The effect of recent legislation has been to make the income 
tax the principal state tax, and set apart the other taxes in 
the above list —with the exception of the class tax, which 
has been absorbed in the income tax —for purposes of local 
taxation. At the same time a state property tax has been in- 
troduced, to which the name Ergdnzungssteuer (supplementary 
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tax) is given, because it is intended to supplement the income 
tax, and carry out the idea of imposing an additional burden 
on “funded” incomes; that is, incomes derived from land 
and capital. 

These latest changes embodied in the legislation of this 
year form the second step in the scheme of reform, which 
will doubtless always be associated with the name of the 
present minister of Prussian finance, Dr. Miquel. The scheme 
certainly does credit to his statesmanship and political sa- 
gacity. A fuller description of these latest tax reforms may, 
the writer hopes, be given in some future paper. The income 
tax in its most recent developments has already been dis- 
cussed in this Journal for January, 1892. On the present 
occasion it is proposed to give some account of the business 
tax. 

While it is manifest that the business tax has not occupied 
@ prominent place in the Prussian budget, yielding but 13 
per cent. of the total revenue derived from direct taxes, yet in 
its form and administration there are certain unique and in- 
teresting features which make it worthy of especial study. 
Like the income tax, it underwent important changes in the 
tax reforms of 1891; and although in future it is, as we have 
said, to be a local tax, in the sense at least that the revenue 
derived from it goes not to the state, but to Gemeinde 
or some other local organization, yet it is still to be adminis- 
tered by the state; and the provisions of the law of 1891 
which regulated the state business tax are still to be enforced, 
with only such changes as the new purpose to which the 
tax is to be devoted renders necessary. These changes are 
few; for the law of 1891 was passed with the expectation 
that the Gewerbesteuer would soon become a local tax, and 
seems to have been framed with that probable result in view. 


The great difficulty in the way of the assessment of a busi- 
ness tax is the ascertainment of the value of the business or 
the amount of the annual earnings which form the proper 
basis of taxation. Of course, the owner of the business, even 
if he cannot state with absolute certainty the amount of his 
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net profits, is in a position to give as complete and satisfactory 
information on this point as the case admits; and he might 
be required to make a declaration of his profits, similar to the 
declaration which is often required in the assessment of a gen- 
eral income tax. We believe, however, that this method has 
not been resorted to in any case where the taxation of business 
profits has been carried out by means of a distinct tax, and 
not included under some more general form of taxation. The 
usual objections made to assessment on the basis of declara- 
tions — namely, that it is inquisitorial, and equivalent to a tax 
on conscience — apply with additional force when it is a busi- 
ness tax which is under consideration ; for in business affairs a 
certain degree of secrecy is often essential to success. 

These considerations, perhaps, have made legislators more 
reluctant to require declarations here than elsewhere. But, if 
that method is not to be employed, the only alternative seems 
to be either to rely on official estimates, made on the basis of 
the best information accessible to the tax assessors, or to regu- 
late the tax by means of certain outward signs or criteria of 
the size of the business, after some method which is explicitly 
described in the tax law, and leaves little or no scope for the 
independent judgment of the assessors. The best illustration 
of this method is found in the French patent tax, where, in 
order to carry out the plan and adapt it to the great diver- 
sity in the condition and nature of the industries taxed, an 
extremely elaborate enumeration of occupations and scheme of 
indicia has been adopted. The signs or criteria taken into 
consideration are as follows: — 

1. The nature of the industry or occupation, the different 
industries being divided into four main classes, A, B, C, and 
D, with a further subdivision within these classes. 

2. The rental value of the buildings used in the business and, 
usually, of the owner’s dwelling, if it is distinct from his 
place of business. 

8. The population of the place in which the business is car- 
ried on, this index being regarded, however, only in classes A 
and B. 

4. For certain kinds of industry the number of workmen 
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employed, or the amount of machinery made use of, or some 
similar index of the extent of the business.* 

The patent tax was introduced in France almost a century 
ago, and has undergone a good deal of revision since then, until 
at the present time it represents, probably, as near an approach 
to perfection as the method of taxing by outward indications 
is capable of. But, at best, it is an unsatisfactory way of 
getting at the tax-paying capacity of a business, although it 
possesses the advantage of avoiding any searching inquiry into 
the financial condition of the tax-payer, and of preventing 
arbitrary action on the part of the tax officials. The latter 
have only to follow implicitly the rules laid down in the law. 
The same system has been adopted with more or less modifica- 
tion in many other European countries. 


The Prussian business tax, although up to the time of the 
latest reform it resembled the French in some features, has 
always placed more reliance on the discretionary judgment of 
the assessors. Thus in Prussia the law has never attempted 
to regulate definitely and finally the tax for each individual 
business. A distinguishing feature of the system has been the 
assessment by means of a medium or average rate for all busi- 
ness concerns of a given kind located within a given district. 
This average rate, multiplied by the number of persons or con- 
cerns assessed, will of course give the total tax to be collected 
from that trade or business in that district. The equitable 
distribution of this total among the individual tax-payers is 
intrusted to local assessors, acting under certain restrictions 
which will be noted later. 

This method of assessing the tax was introduced in the law 
of 1820; and that law, which was one of several important tax 
measures enacted at the same date, was not repealed until 
1891. The several amendatory laws which had been passed in 
the mean time (July 19, 1861, March 20, 1872, and June 5, 


*It would take too much space to describe the way in which the tax is deter- 
mined by reference to these criteria. See Leroy-Beaulieu, Sci des Fi , 
i, 393-414; Wagner, Fé vt haft, 468. The law, as revised in 1880, may be 
found in Bulletin des Lois. See also Say, Dictionnaire des Finances, art. 
Patentes. 
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1874) did not affect the general character of the tax; and the 
method of assessing by means of average rates is still perpetu- 
ated in the law of 1891. But in most other respects the new 
law differs from the old, and especially as regards the classifi- 
cation of the industries taxed. 

The law of 1820 based this classification in part on the 
nature of the industry. There were eleven classes, in most 
of which the method of assessing an average rate was intro- 
duced; and this rate was graded with reference to the size 
of the city or place in which the business or industry was 
located. With this end in view, all cities and smaller places 
were divided into four groups: the first group, for which the 
average tax was the highest, comprised nine principal cities 
given by name; most other cities with a population of 6,000 
or more were included in the list which made up the second 
group; and, of the remaining smaller places, those with a 
population of 1,500 or more belonged in the third group, and 
all others in the fourth. 

To illustrate the method, take the tax on the keeping of 
inns and public houses, which was one of the eleven classes 
referred to above. Here the average annual rate for the first 
group, the large cities, was 12 thalers, for the second 8, for the 
third 6, and for the fourth 4. One hundred innkeepers in a 
city of the first group, for instance, would have to pay, on the 
average, a tax of 12 thalers each, or a total tax of 1,200 thalers. 
The law further prescribed a minimum tax, which, in most 
cases, was one-half the average, so that, in the above case, for 
instance, every innkeeper in a city of the first group must pay 
at least 6 thalers. There was no fixed maximum limit, nor 
was any needed, for the adoption of a minimum rate in con- 
nection with an average rate tends at the same time to prevent 
the assessment of disproportionately high rates; for, in order 
to make up the average tax, the assessment of higher rates in 
some cases must be offset by lower ones in others, and a fixed 
limit in one direction would therefore act as a restriction on 
taxation in the other. A further guarantee for the satisfac- 
tory distribution of the total tax among the individual tax- 
payers was given in that provision of the law which required 
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those engaged in the taxable industry to elect from their own 
numbers the local assessors. 

Such were the main features of the Prussian business tax 
previous to 1891. The law of that year introduced important 
changes.* The old classification of industries has been aban- 
doned, and the population of the place in which the business 
is located is now no longer taken into account in regulating 
the tax. 

The basis of the new classification is for all kinds of business 
alike, either the annual earnings or the capital. There are 
four classes (cf. Gesetz von Juni 24, 1891, § 6): the first in- 
cludes business or industrial undertakings which either yield 
annual earnings amounting to not less than 50,000 marks or 
employ a capital (fixed and circulating) of not less than 1,000,- 
000 marks; in the second class may be rated those businesses 
with annual earnings from 20,000 to 50,000 marks, or with a 
capital from 150,000 to 1,000,000 marks; in the third, those 
with earnings from 4,000 to 20,000 marks, or with capital 
from 30,000 to 150,000 marks; and in the fourth, those with 
earnings from 1,500 to 4,000 marks, or with capital from 3,000 
to 30,000 marks. Any business in which neither the earnings 
amount to 1,500 marks nor the capital to 3,000 marks is ex- 
empt from the tax (Gesetz, § 7). It was estimated that this 
limit would exempt about 300,000 small business undertakings, 
or more than one-third of the total number of businesses (865,- 
940) assessed under the old law (cf. Hinleitung des Gesetzes), 

This double basis of classification may at first seem some- 
what confusing, or even inconsistent with the plain rule of logic 
that a division must be founded on one principle or basis. But 
a further study of the law shows how the two bases are to be 
employed so as to avoid difficulty. Each business is classified 
on the basis of either its earnings or its capital. When it 
belongs in one class on the first basis and in another on the 


*The law bears the date of June 24. The German text is given in the Finane- 
archiv for 1891 (vol. ii.), and has also been published in many other forms, with 
additional material in the way of comments and explanations. One of the cheaper 
editions is Das neue Gewerbesteuer-Gesetz. Ergiinet und erliutert durch dte amt- 
lichen Matertalien der Gesetegebung. Von R. Hiinghaus. 1891. Berlin: Ferd. 
Ditimmler’s Verlagsbuchhandlung. Price 60 pfennigs. 
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second, the tax officials have, with certain exceptions which 
we shall mention presently, practically the option of rating it 
in either class. Of course, having regard to fiscal considera- 
tions only, it would be natural to rate the business in the 
higher class, where it would yield considerably more to the 
public revenues than in the lower. Accordingly, the intention 
is that in general earnings shall be employed as the principal 
basis of classification; but it is deemed practically advan- 
tageous to use capital as a secondary or alternative basis, 
because there are cases in which it is especially difficult to 
estimate the earnings,—as when a business is newly estab- 
lished or where it is carried on principally in foreign countries, 
although having its location or some one factory in Prussia. 
Furthermore, it is urged that this use of two bases meets 
with favor in business circles, where occasions for dissatisfac- 
tion would often arise if a business were transferred to a lower 
class or perhaps exempted from the tax altogether, simply. 
because, owing to some special combination of circumstances 
(Konjunctur) or to some single error of management, its earn- 
ings had temporarily fallen below the limit of the class in 
which it had hitherto been rated (Hinleitung des Gesetzes). 

But, whichever basis of classification may be employed, the 
tax for each class, as we shall see, is graded with reference to 
the estimated earnings. It is apparently meant to be a tax on 
profits rather than capital. Therefore, if a business is cor- 
rectly classified on the earnings basis, the fact that it may 
belong in a lower class on the basis of capital does not show 
that the tax on it is disproportionately high. That fact simply 
means that the business derives, relatively, large earnings from 
small capital, or, in other words, is unusually profitable, and 
may be taxed accordingly.* The law allows no appeal from 
the classification in such cases as this. 

The case is otherwise when the business is correctly classi- 
fied on the basis of capital, but on the basis of earnings be- 


*It may be noted in passing that the regulating of the tax with reference 
chiefly to the earnings is somewhat inconsistent with the idea of making it rest 
on “funded * incomes, Large profits in proportion to capital usually imply 
superior business management or some other form of labor on the part of the 
owner, 
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longs in a lower class. Here the tax may prove to be higher 
in proportion to the earnings than was intended; and the law 
has taken such cases into consideration by providing that any 
business, even when correctly classified on the basis of capital, 
must be transferred to the next lower class on proof that for 
two years in succession the earnings have not amounted to 
80,000 marks in Class I., 15,000 marks in Class II., or 3,000 
in Class III. (Gesetz, § 8). These amounts, then, represent 
the minimum limit of permanent earnings for these three 
classes respectively. Whatever the capital may be, the busi- 
ness cannot be retained in the class in question unless the 
earnings come up to this limit. The limit, it will be observed, 
is considerably below that which is adopted for the classifica- 
tion on the earnings basis. On that basis no business can be 
classified in Class I., for instance, unless its earnings amount to 
50,000 marks. If, however, its capital amounts to 1,000,000 
marks, it may be classified on the basis of capital, and retained 
in Class I. so long as its earnings amount to 30,000 marks. It 
does not follow, however, that, because under these conditions 
the business is retained in Class I., it must pay as high a tax as 
it would if its earnings were sufficient to rate it in that class, 
or that it must pay a higher tax than it would if, on the basis 
of earnings, it were transferred to Class II. This will be 
apparent when we come to consider the scale of rates. 

There are no provisions corresponding to the above in case 
of Class IV., the lowest class. Therefore, no business with a 
capital of 3,000 marks is exempt from the tax, however small its 
earnings may be; but under the scale of rates in that class the 
tax may readily be adjusted to cases in which the earnings are 
unusually low in proportion to the capital. 

In determining what constitutes earnings or capital, the tax 
officials have to rely mainly on their own personal knowledge 
and judgment. But a few general principles are laid down in 
the law. The costs of the business are to be deducted from 
the gross receipts, and a proper allowance made for deprecia- 
tion or loss in value ( Werthverminderung),* and for the loss 

*This, it seems, includes loss occasioned by wear and tear (Abnutzeung) of the 


buildings and equipments and any depreciation in the value of wares or of the 
outstanding claims of the business, etc. 
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incurred by discarding machinery or other equipments of the 
business. But the interest on capital, whether borrowed or not, 
and on debts cannot be deducted. Neither can expenditures 
for the improvement or extension of the business, nor for the 
living expenses of the owner and those dependent on him. 
Fixed and circulating capital is briefly defined as comprising 
all the value permanently devoted to the prosecution of the 
business ( Gesetz, §§ 22, 23). 

The method of assessing the tax by means of a medium or 
average rate has, as we have said, been retained in the new 
law: it does not, however, apply to Class I. There its adop- 
tion was considered impracticable, owing to the wide differ- 
ences in the earnings and capital of businesses rated in this 
class, Therefore, each business is assessed separately and in- 
dependently. The tax is graded so as to collect approxi- 
mately 1 per cent. of the earnings. Thus, when the earnings 
are from 50,000 marks to 54,800 marks, the tax is 524 marks; 
and it increases 48 marks for every increase of 4,800 marks in 
the earnings. In this class, then, the tax is simply a graded 
tax on earnings assessed directly on each business. The as- 
sessment districts are the provinces and the city of Berlin; 
and, of the assessors for each district, two-thirds are chosen by 
the committee of the province (Provinzialausschuss), and 
one-third are nominated by the Minister of Finance (Gesetz, 
§§ 9, 10). 

For the other three classes average rates are prescribed : for 
Class II., 300 marks; for Class III., 80 marks; and for Class 
IV., 16 marks. This rate is the average tax to be collected from 
the tax-payers in any given assessment district. The assess- 
ment district for Class II. is the Regierungsbezirk ; for Classes 
III. and IV., the Areis. The tax-payers rated in the same class 
and district constitute a tax association (Stewergesellschast), on 
which the total tax for that class in that district is assessed 
( Gesetz, § 13). This total is, of course, the product obtained by 
multiplying the number of business undertakings represented in 
the association by the average rate for the class in which it be- 
longs. If, for instance, in a given district there are 100 busi- 
nesses rated in Class III., the total tax in that association will 
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be (80 x 100 —) 8,000 marks. The distribution of this total 
among the individual tax-payers is intrusted to a tax committee, 
the Steuerausschuss, the members of which are elected by the 
association from its own numbers. But the chairman is a 
commissioner of the government appointed to represent the 
interests of the state (§§ 15, 25). In the election of the 
committee the suffrage is limited to one vote for each business 
taxed. The size of the business is, therefore, not taken into 
consideration ; and, where there are several proprietors, only one 
of them can vote. In this way it is hoped to secure assessors 
who possess the confidence of the tax-payers, have a practical 
acquaintance with the local business conditions, and will dis- 
tribute the tax equitably and satisfactorily. This feature of 
the law is not new. It was adopted when the business tax 
was introduced in 1820, and in its workings is said to have 
given general satisfaction. 

In assessing any individual business, the committee is limited 
to a choice among the optional rates prescribed in the law for 
each class. In Class III., for instance, there are 18 such rates, 
ranging from a minimum of 32 marks to a maximum of 192 
marks ( Gesetz, § 14). Moreover, the rate selected in any case 
may not exceed 1 per cent. of the edrnings of the business 
taxed. This rule, however, does not apply to a business rated 
on the basis of capital when on the basis of earnings it be- 
longs in a lower class (Gesetz, § 15, 2). Acting under these 
limitations, the committee is to distribute the tax according to 
their knowledge or estimation of the amount of the earnings. 

In this intention to collect about 1 per cent. of the earn- 
ings, and in most cases not more, is found the explanation of 
the scale of rates which is given below. The maximum rate 
in each class is nearly 1 per cent. of the maximum earnings 
in the earnings scale of classification; and the minimum rate, 
although considerably less than 1 per cent. of the minimum 
earnings in that scale, is but little more than 1 per cent. of 
the minimum earnings which a business might yield, and still 
be retained in the class in question on the basis of its capital.* 

*In Class IV. there is,as we have remarked, no such minimum limit for the 


earnings. But the low minimum rate, 4 marks, makes it possible to keep the tax 
below 1 per cent. until the earnings fall below 400 marks. 
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The consequence is that the rates for the different classes over- 
lap; that is, the minimum rate for each class is less than the 
maximum rate for the next lower class. This allows a con- 
siderate treatment of businesses which are rated in a given 
class on the basis of capital, but which, as regards earnings, be- 
long in the next lower class. The arrangement is an ingen- 
ious one, and has some results which are worth noting. 


EARNINGS 
from 1,500 to 4,000 marks, 
or =IV. 
CAPITAL 
from 3,000 to 30,000 marks, 


EARNINGS 
from 4,000 to 20,000 marks,| 
or 
CAPITAL =IIl. 
from 30,000 to 150,000 marks, 
and earnings not less than 
3,000 marks, 


EARNINGS 
from 20,000 to 50,000 marks, 
or 


CAPITAL ea ae 


from 150,000 to 1,000,000 marks, 
and earnings not less than 
15,000 marks, 


EARNINGS 
not less than 50,000 marks, 
or 


CAPITAL mE, 6 


not less than 1,000,000 marks, 
and earnings not less than 
30,000 marks, 
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Rates. 


4 
8 
12 
16=average tax for IV. 
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80—average tax for III. 
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132 
144 
156 
168 
180 
192 
228 
264 


300=average tax for II, 
336 
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524 on 50,000-54,800 earnings. 
572 on 54,800-59,600 = 

620 on 59,600-64,400 
etc. etc. 
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In the first place, it is obvious that the transfer of any given 
business from one class to the next lower need not necessarily 
reduce the tax it has to pay; and conversely, of course, its 
transfer to a higher class need not raise the tax. For instance, 
a business with a capital of 150,000 marks, and earnings 
amounting to 18,000 marks, might either be rated in Class II. 
on the basis of capital or in Class III. on the basis of earnings, 
without making any difference in the tax the owner is called 
upon to pay. For in either class he may be assessed 156, 168, 
180, or 192 marks. In that case, it might well be a matter of 
indifference to him in which class he was rated; but in the 
yield of the tax to the public treasury it would make a very 
important difference. For, if the business is retained in Class 
II., it yields the average rate for that class,— namely, 300 
marks,— which has to be raised by the association in which the 
business is taxed. If, however, it is transferred to Class III., 
it will only yield 80 marks, the average rate for that class. It 
is obviously for the interests of the treasury to have this busi- 
ness retained in Class II. Its transfer to Class III. means a 
loss of 220 marks; and yet the owner of the business may, as 
we have seen, have no special inducement to protest against his 
retention in Class II. That is not the case, however, with the 
association to which he belongs; for it pays over to the public 
treasury 300 marks on his account, while it receives from him 
only 180 marks. It would therefore gain 120 marks if this 
tax-payer were transferred to Class III.; and in that class he 
will be welcomed, for he adds but 80 marks to the total tax of 
the association, to which he contributes 180 marks. 

The arrangement has this advantage, as it seems to me: It 
allows the tax-payer who is on the border line between two 
classes to pursue his own business affairs without giving him- 
self much concern as to which class he is rated in. He can 
leave that question to be decided by the representatives of the 
associations interested and the government officials. In mak- 
ing the classification, the friction must come principally at this 
point. The fiscal interests of the State demand that the busi- 
ness should be classified in the higher class, those of the two 
associations that it should be classified in the lower. It is not 
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the State versus the individual tax-payer, but the State versus 
a group of tax-payers, or their representatives, no one of whom 
has any special reason to be more interested in the decision 
than another. It is the classification which determines defi- 
nitely the amount which the state is to receive from the tax 
and the amount which each association — not each individual 
tax-payer —is to contribute. After the classification is settled, 
therefore, any further conflict of interests is between the mem- 
bers of the same association, each of whom will of course find 
it for his advantage to see that he does not pay more than his 
share of the total tax of the association, or, what is the same 
thing, to see that other members do not pay less than theirs. 

It follows that, so far as the returns from the tax are con- 
cerned, it is only necessary to ascertain the earnings or ¢apital 
of a business within rather wide limits,— namely, the limits 
which determine the classification,— and the tax-payer may be 
called upon to state where within these limits his business be- 
longs (Gesetz, § 55); but any more definite statements as to 
his earnings or capital cannot be required of him. He may, 
however, be required to state in what business or businesses he 
is engaged, where they are located, the number and kind of 
workmen employed, the nature and quantity of machinery in 
use, including the motive power of the works, or to answer any 
other questions in regard to the outward indications of the 
extent of his business (Gesetz, § 54). The chairman of the 
tax committee, moreover, has the right to inspect any place of 
business or manufacture during working hours (§ 25). But 
the books of the business cannot be examined without the 
owner’s consent (§ 27), and the assessors are bound by oath to 
keep secret all information obtained in the exercise of their 
office (§ 49). 

It must not, however, be forgotten that in the assessment 
of the income tax the written declaration is required. These 
declarations can hardly fail to be of great assistance in the 
assessment of the business tax. In many cases, the personal 
income of the tax-payer will be identical with the earnings 
derived from the business in which he is engaged; and the 
Introduction to the business tax law calls attention to the 
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urgent desirability of selecting for chairman of the tax com- 
mittee the chairman of the income tax assessment commission 
for the same district, “on account of the substantial identity of 
the materials used in ascertaining industrial income and busi- 
ness earnings.” 

It being the intention of the law to collect about 1 per 
cent. of the earnings, we might perhaps, at first thought, ex- 
pect that the average rate selected for each class would be 
about 1 per cent. of the arithmetical mean between the mini- 
mum and maximum earnings; but, as a matter of fact, we find 
it to be considerably less than that, and the difference is greater 
in Class III. than in Class II., and greater again in Class IV. 
than in Class III. These lower rates were selected with the 
expectation that in any class the businesses with smaller earn- 
ings will outnumber those with larger, and that the actual 
average earnings will therefore be considerably less than this 
arithmetical mean between the minimum and maximum limits. 
It is assumed, furthermore, that this numerical preponderance 
of small businesses over large will be greater according as the 
class is lower. It is presumably expected, then, that the aver- 
age earnings will not be far from 30,000 marks in Class II. 
8,000 marks in Class III., and 1,600 marks in Class IV. In- 
deed, the successful application of this method of assessment 
and scale of rates depends in some measure on the approxi- 
mate correctness of these estimates. In case, however, the 
average rate proves to be more than 1 per cent. of the aver- 
age earnings in any association, a reduction of the assessment 
may legally be demanded (Gesetz, § 15, 3); but no provision 
is made in the law for cases where it proves to be considerably 
less than that. We might at first think that in such cases 
there would be no occasion for complaint on the part of the 
tax-payers. Yet a little consideration shows that the fact that 
the average rate is considerably below 1 per cent. of the av- 
erage earnings might prevent the equitable distribution of the 
total tax of the association by compelling businesses with small 
earnings to contribute more than their share. We may take 
again for illustration a tax association in Class III. composed 
of 100 members. The total assessment will then be (100 x 80 =) 
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8,000 marks. As long as the number of members in the asso- 
ciation remains the same, there will be no change in the total 
tax, whatever changes there may be in the total earnings. If 
the expectation of the law is fulfilled, the total earnings will 
not be far from 800,000 marks, so as to make the tax about 1 
per cent. Suppose, however, that the proportion of businesses 
with large earnings is greater than usual, so that the total earn- 
ings amount to 1,600,000 marks. Then the tax (8,000 marks) 
is one-half of 1 per cent. But the lowest rate which can be 
assessed in Class III. is 32 marks, which is equivalent to a rate 
higher than one-half of 1 per cent. wherever the earnings 
are less than 6,400 marks. Yet in this class they may be as 
low as 4,000 marks, or, if the business is rated on the basis of 
capital, 3,000 marks. On 4,000 marks a tax of 82 marks is 
more than three-fourths of 1 per cent., and on 3,000 marks 
more than 1 per cent. If these small businesses are taxed 
above the average rate per cent., it follows that some or all the 
larger ones must be taxed below it. We have here a case of 
regressive taxation. The small earnings are assessed at a 
higher rate per cent. than the large. 

It may be very improbable that the rate per cent. of the 
total tax would ever prove to be as low as in the case we have 
supposed. Yet the scale of rates is such that in Olasses II. 
and III. the tax on the minimum earnings which a business 
may have, if classified on the basis of earnings, cannot be less 
than three-fourths of 1 per cent., or, if classified on the basis 
of capital, less than 1 per cent. In other words, the minimum 
earnings must, in the first case, be taxed above the average 
rate per cent., as soon as that average falls below three-fourths 
of 1 per cent., and, in the second case, as soon as it falls be- 
low 1 per cent. That it should never in any case fall below 
1 per cent. is certainly too much to expect, It may be that 
the resulting cases of injustice will not be very serious; but, 
in a study of this ingenious method of assessing the tax, such 
probable results as these are, it seems to me, worth noting. 
Some remedy for such cases might easily be found; and, in- 
deed, under the law as it now stands, if the average earnings in 
any association prove to be unusually high, the classification 
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could be revised with a view to transferring, if possible, some 
of the businesses with earnings near the maximum limit to the 
next higher class. The use of two bases gives, as we have 
seen, a degree of flexibility to the classification which may 
often, as in such cases as this, prove convenient. 

In conclusion, we can but remark that the enactment of such 
a law as this furnishes a striking evidence of the high degree 
of efficiency attained in the Prussian administrative ser- 


vice. 
Joszrn A. Hut. 











NOTES AND MEMORANDA. 


“PHILOSOPHY AND POLITICAL ECONOMY.” 


That Adam Smith was a moral philosopher as well as polit- 
ical economist has often enough been cited as proof that the 
two fields are but portions of a common domain. Some are 
indeed so bold as to affirm that the dividing fence is a useless 
obstruction, and might be removed with no loss either to 
political economy or philosophy. A writer of Mr. Bonar’s 
rank was in no danger of making such a mistake. We are 
shown in the new volume under the above title* how con- 
stant and intimate are the relations between the two. We 
are shown, with the skill of large and generous learning, how 
this problem of philosophy and economics lay in the thought 
of some score of master minds. Though Plato gave to the 
State a purely economic origin, Mr. Bonar says: “ Historically, 
it is true that the economical element is in the Greek philoso- 
phy subordinated to the political, and still more to the ethical. 
Such economical doctrine as is traceable in the writings of the 
Greek philosophers grows out of their moral and political 
philosophy.” 

In medisval and modern times political economy grows out 
of political philosophy. It is not that economics did not exist 
to these earlier thinkers, but it was so mingled with philo- 
sophic and political discussion as to lose all distinctness. “ Ac- 
cordingly, the philosophers of the earlier periods devoted more 
space in their philosophical books to economic discussions 
than the philosophers of the later, who were free to hand over 
all such discussion to the economists. Plato’s treatment of 
economical subjects is for this reason much more ample than 
Hegel’s.” 

* Philosophy and Political Economy in some of their Historical Relations, 
New York: Macmillan & Co. 8vo. pp. 426. 
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This result of differentiation is, according to Mr. Bonar, 
limited chiefly to the more direct dealing with economic is- 
sues. It is admitted indirectly that at least economists con- 
cern themselves rather more than less with philosophic ideas. 


This appears not only in regard to the theory of the foundation of 
property, family, society, and State, but in regard to the psychology of the 
feelings, desires, and volitions connected with the pursuit of subsistence 
and wealth. The time when Political Economy became a distinct study 
in the hands of the Physiocrats and the Scottish Philosophers was also the 
time when the motives of an ordinary human life were investigated with 
the greatest curiosity. (p. 374.) 


So far as ethics may be considered a part of philosophy, 
this truth appears more clearly still. If we except the more 
severely theoretic investigation, ethical writers are turning 
more and more to economics. One has but to glance at re- 
cent works, like those of Professors Ziegler, Héffding, and 
Paulsen, to see how large a series of questions is introduced 
that are distinctively economic. A distinguished philosophic 
teacher, Professor Riehl, of Freiburg, says, “I have meant to 
write a volume of ethics before now, but the changes intro- 
duced by economic questions compel me first to study my 
problem some years as if it were a new one.” Loria’s new 
volume, Les Bases Hconomiques de la Constitution Sociale, is 
at every point as much a book on morals as on economics. 
English economists illustrate the tendency no less strongly 
than those of any other nationality. It is common to say that 
economic science is spoiled if it be once mixed with ethical 
elements. Of the strict theory, as distinguished from practical 
application, this of course is true; but this distinction of func 
tions is far from adequate. No one more successfully than 
Professor Sidgwick “keeps his moralizing where it belongs” ; 
yet his economics as well as his political philosophy are pro- 
foundly modified by the point of view which he invariably 
takes,— the philosophical. Here, indeed, the greatest change 
in regard to the relation between economics and philosophy 
may be seen. However sharply functions are differentiated, 
writers seem more and more forced to look at the whole prob- 
lem from a philosophical, ethical, and psychological standpoint. 
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This may be seen in the school which lays its supreme stress 
upon consumption. It may be seen in the growing emphasis 
that psychology is receiving. The closer becomes our famil- 
iarity with “social schemes,” the more we find their ultimate 
differences in some sort of psychology. Owen, and, to a large 
extent, the socialists generally, have a view of human nature 
which is believed to justify their confidence that changed cir- 
cumstance will produce a new humanity. Plans of social re- 
generation will be found in no way so radically to differ as in 
regard to this ultimate fact of human nature,— What sort of 
creature have we at last to deal with? Are the deeper qual- 
ities of character modifiable to any such extent? Whatever 
our views as to this point, we are brought straight to the great 
questions of evolution, heredity, and the like. 

The very fact that we are getting our subject more special- 
ized, that we are getting deeper into it, that we are getting a 
larger and more various order of facts classified, makes this 
philosophical standpoint necessary. As long as mere “ pro- 
duction ” was thought in some way to be central and final, as 
long as it was believed that the free and unhindered play of 
competitive forces would of themselves work out a society that 
should in any way satisfy our ideals, it was natural that the 
distinctly economic element should have chief place. In pro- 
portion, however, as distribution and consumption gain promi- 
nence, in proportion as man and his growth are seen to be the 
real end sought rather than wealth-creation, in that same de- 
gree the need of a philosophy of the situation is felt. Nothing 
now more marks the best economic thought than the tendency 
to set before itself some sort of ideal of human relationships 
in society. Such an ideal demands both a unifying and an 
interpretation of facts. Such unity and interpretation are 
impossible without a philosophy. The impulse to moralize 
in economics has doubtless played havoc with much political 
economy, yet the instinct to make ethical ends in some way a 
part of the problem was sound and right. 

Now that it is possible to distinguish more clearly between 
the theoretic function and the application of principles, able 
writers are even more bold to determine the general problem 
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from points that are, first of all, philosophical. Overwhelming 
evidenve of this can be seen in the new literature. So far as 
any change may be believed to have taken place, it is in the 
economist’s readiness to subordinate strictly economic interests 
to interests that are held to be higher and more necessary. 

Professor Smart, writing recently upon the “ Place of Indus- 
try in the Social Organism,” * says, “Is it not becoming evident 
that philosophy and economics must now join hands to find 
out and declare what is the true end and right relation of 
economic activity among the other activities of human life?” 
The “ philosophical economist” or “ economic philosopher” is 
to attempt this task. Probably the greatest change now 
taking place is the growing and conscious purpose deliberately 
to reorganize the industrial organism for certain ends that are 
extra-economic. It is every day more widely admitted that 
such ends will never be won by the “freedom of industry” 
alone, as this term has been understood. Mr. Bonar says in 
his treatment of Darwinism (page 361) “it becomes a theory 
of development very akin to the philosophical, for it really in- 
volves the conservation of the past; and, instead of the preser- 
vation of mere life, the object of the struggle is the attainment, 
deliberately conceived, of a better life.” 

It is the reaching of this better life for all to which the 
mere wealth concept is becoming relatively of less importance 
in the minds of economists. Especially in Europe it is ap- 
pearing in legislation as distinctly as among the thinkers,— this 
determination by artifice, in its proper sense, to control in- 
dustrial forces, so that the beginnings at least of a completer 
life shall be possible to the mass of the workers. Every special 
question is more and more discussed in the light of this pur- 
pose. The eight-hour issue, for example, is felt to be seriously 
dealt with, only if quite other questions are asked than those 
concerning the mass of the product alone. Economic specialists 
more and more admit that, even if quantity of product lessens, 
there may be a final gain to the worker that will amply compen- 
sate the loss. Here the severely economic element becomes 
secondary to another order of values that might be expressed in 


* International Journal of Ethics, July, 1893. 
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terms of “social welfare,” “more general opportunity of prog- 
ress,” or some kindred notion. There is hardly a phase of the 
“social question” of which the same is not true. In the grow- 
ing struggle between the ideals of co-operation and profit-shar- 
ing the ultimate reasons for preference translate themselves into 
something more than could be contained in an economic equa- 
tion. Mr. Bonar’s splendid study makes us feel this in every 
chapter. In the sure scholarship of the historical portion we 
see that since Grotius the idea that mere force in industry is 
necessarily right or best becomes ever more discredited among 
the ablest thinkers, and in its place rises the idea that the only 
conditions we may tolerate—the only “natural right” —is 
in such ordered circumstances as shall make possible for all 
a rational human life. Here men of most various schools 
approach each other,— Krause, T. H. Greene, and Herbert 
Spencer. 

The only criticism one feels in reading this volume springs 
from the limits which the author sets himself. Why, in such 
a work, is Comte scarcely more than a foot-note? It is hardly 
enough that he spoke ill of economics. His relation to sociol- 
ogy and the sheer force and extent of his influence upon that 
order of ideas with which Mr. Bonar deals would seem to war- 
rant further space for one who, more than any other, has deep- 
ened our sense of “order and progress,” and hence of the or- 
ganic and dynamic facts of society. Mr. Bonar says of Kant 
(to whom a whole chapter is given) and Herder, “ This ser- 
vice of theirs, which seems remote from economics, was, in 
reality, to be of great importance to that study.” Of Comte 


could less be said ? 
Joun Granam Brooks. 
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AGRICULTURAL SYNDICATES IN FRANCE.* 


It may be a fact of some interest for Americans that the 
Syndicats Agricoles, which are rightly attracting the atten- 
tion of agricultural authorities in various parts of the world, 
and promise entirely to revolutionize French rural economy, 
owe their origin, in the first instance, to an American idea. 
Count Rocquigny, in the interesting account which he has 
published of the agricultural associations with which his 
name has become creditably associated, candidly admits that 
it was the “Farmers’ Alliances” of the United States which 
first suggested the present form of French agricultural com- 
bination to its authors. As it happens, the offspring bids 
fair to prove of wider and more enduring benefit than the 
parent. Its past record has been one of truly astounding 
successes. It has spread asif by magic. In the brief space 
of barely a decade, it has covered all France with a network 
of organizations ministering to the needs of agriculture in a 
surprising variety of ways, and flourishing almost everywhere. 
There is not a department now without its Syndicats,— 
linked together in departmental, or, beyond that, in regional 
“ groups,” or not, as the spirit of union or of local independence 
happens to have prompted members,— generally doing good 
work. In M. Gatellier’s words, the syndicates have “de- 
mocratized” the use of feeding stuffs, artificial manures, and 
improved agricultural implements, increasing the consumption 
of manures alone from a poor 52,000,000 francs to 120,000,000, 
which promises a great increase in the near future, while re- 
ducing the current prices by from 20 to 30 per cent., and 
substituting a genuine article for one very much adulterated. 
They are diffusing agricultural education, improving cultiva- 
tion, and—greatest benefit of all—they are teaching the 
value of independent thought and independent action to the 
French peasant, whose one distinctive fault heretofore has 


*Comte de Rocquigny, Les Syndicats Agricoles, et le Socialisme Agratre. 
Préface de H. Le Trésor de la Rocque, Président de )’Union des Syndicats des 
Agriculteurs de France. Paris: Perrin et Cie. 1893. 
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been the want of “private initiative,” and schooling him to 
rely upon himself and the assistance which by exchange he 
can secure from his neighbors, rather than on the questionable 
benefit of State help. 

Count Rocquigny’s book explains all the various methods 
employed, and presents, indeed, a highly attractive picture 
of syndicate work accomplished, in which it would not be 
possible to point out any one line which runs counter to 
truth. But, to the eye of.one who has seen the syndicates 
actually at work, the picture appears a little wanting in clear- 
ness, owing to something of a false perspective, arising from 
a failure to indicate the precise proportion between the meas- 
ure of success actually attained on different portions of the 
ground covered. This is easily explained by the fact that the 
count is writing far more with a view to incite his own 
countrymen to syndicatist action than merely to enlighten 
foreigners as to what has been accomplished. But to for- 
eigners the caution is necessary. 

The Syndicats began with a most ambitious programme. 
The Socialists had made inconvenient headway in some 
specifically agricultural departments of Central France. La- 
borers’ unions had been formed, strikes were being organized, 
piece-work was being protested against. To meet such or- 
ganizations on their own ground and prevent the formation 
of more, Professor Tanviray and his friends opposed to the 
“class” syndicates, consisting of workingmen only, their 
new “mixed” syndicates, composed both of small folk and 
of large land-owners. And they declared fierce war against 
“Socialism,” which war, even from their own point of view, 
appears to have been carried a trifle too far. Indeed, one 
whole “part” of Count Rocquigny’s book is taken up with 
arguments against Socialism. The Syndicats wanted to build 
up as well as pull down. By their professors teaching tech- 
nical knowledge, by their laboratories and their monthly pub- 
lications,— the prized Bulletin, which in most districts has 
had a decided success,—by the prize competitions organ- 
ized, the prizes offered for better cultivation, for the construc- 
tion of liquid manure tanks, for the use of perfected implements, 
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by the advice freely given on the use of artificial manures, and 
by similar action, the syndicates have become one of the most 
serviceable agents of technical education in France. Beyond 
that they proposed effectively to defend agricultural interests 
on the political battlefield. And, in one instance, at the gen- 
eral election of 1889, the Syndicat Economique Agricole of 
Paris really was fortunate enough to score a success of this 
kind, by inducing a majority of the candidates for the new 
Chamber to accept openly the agricultural programme,—re- 
jection of the proposed commercial treaty with Switzerland, 
lowering of the railway tariff, and a reduction of the land 
tax, all which measures have been carried. They also aimed 
at organizing co-operative sales of agricultural produce, com- 
bination for productive purposes, in the shape of co-operative 
dairies, vintries, and the like. 

All this really is on paper the most interesting portion of 
the work done. One seems to feel, from Count Rocquigny’s 
account, as if the great problem, the favorite problem with 
agriculturists of all nations, had at length been solved, and 
farmers had been taught to become their own salesmen, alto- 
gether independent of intermediaries. We read of horses and 
cider sold by syndicates in Normandy, of a syndicate taking an 
army contract for straw, and of similar transactions. But, in 
truth, all this amounts to very little. The practical successes 
which at all deserve speaking of are on this ground still to 
come. On the other hand, the syndicates have really been 
surprisingly successful in their organization of supply co-opera- 
tion, and, beyond that, in their organization of co-operation 
for common work, much of which Anglo-Saxon and German 
farmers accomplish in combination, without resort to a formally 
constituted union. In France the spirit of combination was 
before 1883 altogether undeveloped, but the Syndicats must 
not take all the credit for this success exclusively to them- 
selves. They have come upon the scene in the very nick of 
time, and, by the help of very able officers and a good admin- 
istration, have managed to turn favorable circumstances to 
excellent account. In truth, however, all France, which pre- 
viously looked upon co-operation only as a useful handmaid to 
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production, promising to bring emancipation and independence 
to workingmen, has lately become alive to the value of co- 
operation of other kinds, more particularly credit and supply. 
While agricultural syndicates have been organizing, agricultural 
co-operative supply stores, after the pattern of the London 
Army and Navy Stores, have been springing up and multiply- 
ing in towns; and in the south of France co-operative people’s 
banks have become a recognized source of popular credit. Co- 
operative associations are now multiplying apace; and the 
official account of the growth of co-operation in its various 
aspects, which is in slow course of preparation in the Rue de 
Grenelle, promises to prove a most interesting publication. 
But, unquestionably, the Syndicats have managed to guide and 
swell this general current beyond anything which could have 
been anticipated. 

The Syndicat movement, in fact, represents one of the most 
beneficently effective social or economic movements which 
France has seen for many a year. And its possibilities, as M. 
Brelay puts it, altogether defy measuring. This is the more 
surprising, since the act of 1884, which forms the constitutional 
charter of Syndicats, deliberately places hindrances in the way 
of these institutions, and makes it difficult for them to transact 
business. Hence those rather cumbrous methods of sale and 
purchase, which there is no space here to describe, and which 
Count Rocquigny admits to be roundabout and troublesome. 
Hence, also, the curious classification of members, which seems 
so wholly opposed to the democratic idea, and which one can 
scarcely expect to see maintained long in republican France, 
though up to the present no serious inconveniences appear to 
have risen. There are membres fondateurs, rich men paying 
heavy subscriptions, and pledging themselves for a fixed term 
of perhaps five years, and membres effectifs, poor cultivators, 
who pay a small subscription, and are free to come and go. 
It is the latter mainly who are intended to derive any benefit; 
and, in the very few credit syndicates thus far formed, it is they 
alone who do so. The rich men are patrons. Possibly that 
mode of organization was inevitable, but it is obviously open to 
objection. It does not represent the purest form of self-help. 




















102 





QUARTERLY JOURNAL OF ECONOMICS 


However this may be, it is impossible not to admire the great 
good which these institutions have done to French agriculture 
when one sees it. And one cannot help thinking that from co- 
operation practised in so striking a variety of forms —co-opera- 
tion not only in every description of supply and of insurance, 
but also in such work as draining and embanking, fumigation 
to repel the frost from vineyards, exterminating noxious in- 
sects, buying implements for common use, from large steam 
threshing-machines down to the smallest tools, co-operation 
for blending vines from different departments, for arbitration, 
for settling the proper customs as between incoming and out- 
going tenants, and many things more — agriculturists in other 
countries ought to be able to learn something, even though for 
the ordinary purchase of goods they do not require a new form 


of association. 
Henry W. Wotrr. 


AN interesting contribution to the monetary history of the 
United States since 1878 was made in a valuable paper read 
by Mr. M. L. Muhleman at the meeting of the International 
Institute of Statistics in Chicago. Mr. Muhleman, who has had 
experience as an officer in the Treasury for many years, stated 
that the demand on the Treasury for notes of the smaller de- 
nominations had for years been steadily large and difficult to 
meet. The indications at the central point of issue have, 
apparently, been that the supply of this sort of currency has 
been insufficient rather than redundant for the convenience of 
retail transactions; the situation being thus different from 
that in regard to the subsidiary coins, of which the Treasury 
has held much more than the community had occasion to use. 
Mr. Muhleman expressed his opinion that, even before the 
extraordinary demand of the midsummer panic of 1893 set in, 
the normal demand for the notes of the four smaller denomi- 
nations (one, two, five, and ten dollars) had not been satisfied, 
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and that fifty millions or more could be added to the stock of 
these denominations without causing embarrassment. This is 
testimony of weight on an interesting and important phase of 
the currency situation. 

The total volume of paper issues of all sorts, in denomi- 
nations of twenty dollars and less,—including gold and sil- 
ver certificates, United States notes, and Treasury notes and 
bank-notes,— was: in 1878, 563,000,000; in 1886, 707,000,000 ; 
in 1893, 966,000,000. This is a growth more rapid than that 
of the population, and indicates a great increase in the volume 
of exchanges and purchases in which material welfare reaches 
its final and concrete expression. It shows once more the 
direction in which the United States was able to absorb the 
silver issues of the act of 1878. It shows, too, the nature 
of the probable limits to the power of absorbing the heavier 
issues of the act of 1890. 


Tse parliamentary papers on the suspension of the free 
coinage of silver in India have been published, and have been 
reprinted at Washington by order of Congress. They com- 
prise: (1) the report of the Indian Currency Committee, 
known from the name of its chairman as the Herschell Com- 
mittee; (2) the correspondence between the Indian govern- 
ment and the home government; (3) the testimony before the 
Indian Currency Committee. From the correspondence it ap- 
pears that the Indian government suggested as early as March, 
1892, the adoption of some measures towards checking the de- 
cline in the gold value of the rupee. In June, 1892, it specifi- 
cally recommended the closing of the mint to the free coinage 
of silver, and arrangements for the introduction of the gold 
standard, in case the international conference then impending 
should fail to reach a satisfactory result. The Indian Cur- 
rency Committee was appointed in October, 1892, to consider 
this recommendation. In January, 1893, the Indian govern- 
ment submitted a draft bill for suspending the free coinage of 
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silver; and on May 31 the committee made its elaborate 
report. The report was at once sent to India; and, after a 
telegraphic exchange of opinions, the home authorities on 
June 20 authorized the Indian government to proceed. The 
act for suspending the free coinage of the rupees was accord- 
ingly passed a few days later. 

The communications of the Indian government, and the 
report of the Currency Committee, alike lay stress on the 
probability of the cessation of silver purchases in the United 
States, and of a consequent further fall in the price of silver ; 
and they urge that any measures taken to protect the Indian 
finances should come before this further cause of embarrass- 
ment had come into operation. The grounds and probable 
results of the final step are discussed by competent hands in 
the September number of the British Zconomic Journal. 


Tue Report of the Senate Committee of Finance on Whole- 
sale Prices, Wages, and Transportation, was finally issued in the 
course of the summer. Though published as a Senate report, 
it is virtually a publication of the Department of Labor, the 
work of collecting and arranging the enormous mass of mate- 
rial having been intrusted to that department, and carried on 
under the direction of Commissioner Carroll D. Wright. The 
investigation was conducted on a scale such as would have been 
impossible without a very heavy expenditure of funds, which, 
in this case, at least, was directed to the publication of mate- 
rial of high value. The report fills four large volumes, and is 
@ monument of thorough and skilful statistical work. No such 
careful and complete investigation of the course of prices has 
ever before been made. 

The investigation was first undertaken, it will be remem- 
bered, from a praiseworthy desire to secure authentic facts 
and unbiassed conclusions on the workings of the tariff. But, 
as might have been expected, this particular object could not 
be separately pursued; and the present collection of materials, 
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while it may be helpful to the student of tariff legislation, is 
helpful simply as all material on industrial history may serve 
histurn. The main problems on which light is thrown are the 
monetary ones. Here we have continuous quotations of the 
prices of 223 articles from 1860 to 1891, while for 90 of these 
articles the quotations are from 1840 to 1891. There are 543 
series of wages returns from 1860 to 1891, and 61 series which 
begin as early as 1840, each series referring to a considerable 
number of workmen. There are elaborate and continuous 
data on rail and water transportation rates. The prices are 
quoted four times for each year, at the beginning of the quar- 
ters, and are prices from actual sales, ascertained chiefly from 
the books of merchants. Wages are given for January and 
July of each year, and are similarly ascertained from actual 
pay-rolls. 

Not only is there this imposing mass of invaluable material, 
but there is a complete analysis of the main results. The task 
of digesting the statistics was put into the capable hands of 
Professor R. P. Falkner, to whom economists are indebted for 
a presentation of the results so skilful and complete as to 
dispense in large measure with the need of referring to the 
material itself. Professor Falkner has computed index num- 
bers, based on the January prices of each year, indicating the 
course of prices for different groups of articles,—food, cloth- 
ing, metals, and so on,— and has computed also general index 
numbers for the whole list of articles. In reaching the index 
numbers, both the simple arithmetical mean and the mean 
weighted according to the importance of the articles were 
used. The returns of wages were similarly digested, index 
numbers for different occupations and for the whole set of re- 
turns being worked out. Finally, at the close, the results of 
the various European investigations of prices are summarized 
for ready comparison with those of the Report. The materials, 
the results, and the methods of the whole investigation will 
command at once the earnest attention of economists, and 
will not fail to be the occasion for active and instructive dis- 
cussion. 
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Tue financial troubles of the last few months have once 
more brought into relief the peculiar position of gold in the 
currency of the United States. During the months of July 
and August, when the scarcity of “money” for every-day use 
was greatest, the banks paid out from their reserves, especially 
in New York, considerable sums in gold coin. These coins, 
however, could not make their way into active circulation, 
partly because they were not in the denominations desired for 
the ordinary exchanges and purchases, partly because the purses 
and pockets of the people were not adapted for their safe and 
easy carriage. The demand was for paper money of the 
smaller denominations, and the “premium” which existed 
during July and August was mainly for currency of this sort. 

The crisis reached its severest stage, as indicated by the 
operations of the New York banks, in the second half of 
August. The course which it ran is indicated by the follow- 
ing figures, which give the condition of the banks at selected 
dates : — 


(MILLIONS OF DOLLARS.) 




















RESERVE. 
Loans. | Deposits. 
Specie. | on i. 
February 4(maximum deposits),. .. . 464.9 495.5 83.4 59.2 
May 27 (before the stringency), ... . 415.9 436.7 70.7 64.0 
June 17 (clearing-house certificates issued)| 410.7 406.5 68.2 42.2 
August 12 (lowest reserve), ...... 411.8 372.2 53.6 22.9 
September 16 (recovery), ....... 392.9 377.3 73.5 31.5 





Between the close of May and the middle of June the 
banks lost twenty-two millions of legal tenders, and so were led 
to the issue of clearing-house certificates. A further loss of 
twenty millions took place during the next two months, leay- 
ing the reserve at its lowest point in the middle of August. 
The holdings of specie (which is almost all gold) showed a 
much less marked decline, from seventy millions in May to 
fifty-three millions in August. 
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One consequence of the critical conditions of this period 
was an abrupt change in the character of the money taken in 
and paid out by the government treasury in New York. The 
following figures, which give the percentage of the various 
sorts of money received at the custom-house in New York for 
import duties, indicate the nature of this curious turn : — 








Iver Coin 

ota Coin. | oar Gikdeen,|, ant... | Noise, | TT 
January, . . 0.0% 8.9% 15.8% 42.1% 83.2% 
February, . 0.0 9.2 20.7 33.3 36.8 
March, .. 0.0 7.8 15.7 28.0 48.5 
Agel, ... 0.1 2.9 23.3 * 41.0 82.7 
mms «se 0.1 0.0 37.8 26.2 35.9 
June, ... 0.0 0.0 12.0 53.0 35.0 
OU, « » « 12.5 4.6 12.3 55.6 15.0 
August, .. 47.4 43 5.1 37.6 5.3 
September, . 58.1 1.7 17.7 16.3 6.2 




















It will be seen that in the early months of the year gold 
and gold certificates had practically disappeared from the 
customs receipts, United States notes and Treasury notes 
forming the bulk of them. The causes of this state of things 
are sufficiently well known,— the decline in the Treasury gold 
reserve at the beginning of the year, the uneasiness as to 
the maintenance of gold payments, and the redundancy of 
paper. In July, August, and September the situation suddenly 
changed. Gold coin was paid in for customs in large amounts, 
while silver certificates and Treasury notes of the issue of 
1890 almost disappeared. Evidently, gold coin was turned 
into the Treasury to meet public dues, while paper of the 
sort available for every-day use was retained to meet the 
extraordinary demands of the panic period. 
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Dvurine the summer of 1892 I was fortunate enough to have 
a conversation with a very thoughtful English artisan, whose 
account of his own “trade” revealed a degree of immobility 
among skilled laborers which I was hardly prepared to find. 

My informant had been a “hat-shaper ” in London for thirty- 
six years, working for the largest hat-manufacturer in England. 
Yet during the whole of that period he scarcely knows of any 
instance in which a shaper, however slack employment may 
have become, went into another occupation. In fact, he recalls 
absolutely no case except that of one man, who for twelve 
months found work as an odd-job man at a neighboring leather 
factory. 

Sixteen years ago a machine was introduced which, though 
it did not altogether dispense with the labor of shapers, has 
reduced the wages of three out of four of them to one-half of 
what they were before. Yet my informant knows no case of 
a man leaving the occupation in consequence. This applies to 
many score of men, the élite of the “trade” in point alike of 
skill and intelligence. It applies equally to men unmarried 
and married, old, middle-aged, and young. It is interesting 
to notice, moreover, that, though my informant was himself 
the son of a small master baker and his own children had not 
been brought up to his own industry, he was of opinion that 
most of the shapers of whom he spoke were the children of 


hatters. 


Ww. A. 





J. 
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